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The State
Outlook for 1987
MAXINE C. JOHNSON
Bureau director Maxine C.
Johnson led o ff each seminar with
a recap o f 1986 and a look at the
prospects fo r 1987.

A

s I traveled around the state in
^December and January, people
asked me whether we would have
some good news for the seminars this
year. I wish we had some wonderful
news. But you all suspect that we do
not, and you’
re right. Nevertheless, it
could be worse.

1986: Better than 1985
First o f all, 1986 was a somewhat
better year than 1985. Just how much
better, we’
re really not sure. I should
explain that the figures we give you
for 1986 are our preliminary
estimates. The final data, from the
U.S. Department of Commerce, won’
t
be available until August.
Our current estimates indicate that
total nonfarm labor income was up by
almost 3 percent last year, after
adjustment for inflation. Nonfarm
labor income consists o f the earnings
of everyone at work in a nonfarm
industry. It includes wages and
salaries plus certain fringe benefits
and the income of the self-employed.
It’
s a pretty good indicator o f shortrun changes in nonfarm business
activity.
We also estimate that farm income
improved, from a negative number in
1985 to the highest level in several
9

years — thanks to a good crop year
and a generous farm program.
Mostly as a result of the change in
farm income, our estimate for total
personal income shows a substantial
increase of about 6 percent over 1985.
Total personal income, of course, is
the combined income of everyone in
the state. It includes both farm and
nonfarm labor income plus property
income—rent, dividends, and interest
— and transfer payments, including
Social Security and other income
maintenance payments.
We think these estimates for 1986
may be a bit high. Recently, we
received some preliminary figures
from the U.S. Department of
Commerce. They show total personal
income and nonfarm labor income
during the first three quarters o f 1986
as only marginally higher than 1985.
Farm income was estimated to be
even lower than during the same
months last year. But the fourth
quarter is when many farmers and
ranchers sell crops and livestock and
receive government payments. Cattle
prices were a little stronger late last
year, the wheat crop was back to
normal, and most deficiency payments
were mailed during the last three
months of 1986. So assuming farm
income did turn around late in the
year, our estimates may be reasonably
accurate.
Even though 1986 was not a great
year for the economy, there were
some encouraging developments. First
of all, some potential problems we
talked about last year didn’
t develop.
The aluminum plant at Columbia
Falls did not close. It is still
operating, apparently doing
reasonably well. There was no major
wood products strike, although many
workers did take wage reductions.
And there was no drought in 1986.
Also on the plus side was a
significant increase in activity in the
metal mining industry. I’
ll be
discussing that in more detail later.
And, we are seeing increased efforts
to address business problems,
including issues such as taxation,
workers’compensation, and liability
insurance.
But the state continues to face
many difficulties. Agriculture is still
in trouble; so are many rural areas.
Nonfarm business activity continues
below the levels o f 1979-1980. Our
population declined between 1985 and
1986. There were fewer people at

work in 1986 than in 1985. Average
annual earnings per worker is
declining, after adjustment for
inflation. And we have a crisis in
government finance.

Basic industries: Still the most
important
All this has come about — as some of
you have heard many times before —
mostly because o f declines in our basic
industries. A basic industry is an
industry which produces goods or
services for sale out of state. When
basic industries expand and bring in
more money, that causes other
industries — those serving the local
population — to grow. When basic
industries decline, these local or
derivative industries also suffer.
After seeming to stabilize in 1983
and 1984, employment in basic
industries declined again in 1985 and
1986. The largest declines since 1984
have been in oil and gas production,
wood products and other
manufacturing, and railroads.
All o f Montana’
s basic industries
employ fewer workers today than in
1979. The number of jobs lost in our
basic industries since 1979 now
amounts to over 11,000.
Recently, we’
ve experienced a rash
of closures in derivative industries
around the state, especially in
wholesale and retail trade. Frequently,
the businesses were old and/or
seemingly well-established firms. Thus
the consequences of our declining
economic base continue.
Yet — and this may surprise some
o f you — there are more jobs in
Montana today than in 1979 or 1984.
We have some new figures on total
employment from the U.S.
Department of Commerce. The
changing pattern tells a great deal
about what’
s happening to the
Montana economy and to Montana
workers, as well as what we can
expect during the next few years.
Then we’
ll look at our forecasts for
1987 and beyond.
Table 1 shows changes in
employment in Montana since 1979.
We are dealing here with jobs —
number of jobs, not people. Some
people, o f course, have more than one
job. And we include both wage and
salary jobs (everybody from the CEO
to the janitor) and the self-employed,
from the practicing physician to the
western Montanan cutting firewood
for sale. Overall, we had 10,000 more

Even though 1986 was not a great year fo r the economy,
there were some encouraging developments
jobs in 1985 than 1979. We had
10.000 more jobs, but we had 8,000
fewer wage and salary jobs. Among
the various industry groups, there was
only one big gainer: services, with
5,100 more wage and salary jobs.
Unfortunately, the typical job in the
service industries doesn’
t pay very
well. All other industries combined
lost 13,000 wage and salary jobs. The
big losers, again, were our basic
industries, which pay some o f the
highest wages in the state:
manufacturing, including wood
products, railroads, and construction.
While we have been losing wage and
salary jobs, the number of selfemployed has been growing steadily.
The gain amounted to more than
18.000 between 1979 and 1985. Once
again, services was a big gainer; so
were finance, insurance, and real
estate and construction. All these
industries, o f course, offer easy access
to self-employment.

included, the figures would be even
lower.
As a result of this drop and the
decline in farm income, average
annual earnings for all jobs (wage and
salary jobs plus the self-employed —

The number of self-employed is also
growing in the United States. But the
number of wage and salary jobs in the
United States also has increased and is
well above the 1979 figure. That
growth has passed Montana by.
One in four jobs in Montana today
(100,000) is in self-employment. O f
that total, about one-fourth or 23,000
are in farming and ranching. That
number hasn’
t changed much since
1979. The growth in self-employment
has been in the nonfarm sector.

Source: U.S. Department of Commerce, Bureau of
Economic Analysis.

Table 1
Employment Changes, Montana

1979-1985
1979

1985

Total number of jobs

393,454

403,757

10,303

Wage & salary jobs

311,106

302,953

-8,153

60,560

65,711

5,151

6,958
37,400
250,546

8,991
39,990
237,242

2,033
2,590
•13,304

Self-employed

82,348

100,804

18,456

Construction
Services
Business &
repair
Professional
Fin., ins. &
real estate
Real estate
All other

7,864
20,731

10,688
29,339

2,824
8,608

6,803
7,504

11,593
9,443

4,790
1,939

9,062
7,323
44,691

12,923
10,533
47,854

3,861
3,210
3,163

Services
Business &
repair
Professional
All other

Is this a healthy trend? Yes and no.
For some people, self-employment is a
good thing. They prefer working for
themselves. Some do very well
financially. Others have been forced
into self-employment. They couldn’
t
find a job, or the heavy burden of
workers’compensation caused
employers to lay them off (as in
logging) and they turned to contract
work.
Clearly, some of the new selfemployed have not fared well
financially. Figure 1 shows what’
s
happened to average annual earnings
o f the self-employed in nonfarm
industries. It is down 36 percent since
1979, after adjustment for inflation.
We omitted farmers and ranchers
from these figures. Were they
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including farmers and ranchers) fell
15 percent between 1979 and 1985,
after accounting for inflation.
Again, these developments are not
peculiar to Montana. They are
common throughout the United
States. The “
Great American Job
Machine”is still cranking out jobs,
but many are not very good jobs.
That seems to be even more true here
in our state. And, together with the
fall in farm income, that is why the
income gap between Montanans and
other Americans continued to widen
through most o f the 1980s. Figure 2
shows that gap, as measured by per
capita income.
Per capita income, o f course, is
average income per person: total
personal income divided by total
population. As figure 2 shows, the
gap between Montana and U.S. per
capita income widened steadily
between 1979 and 1985. The
improvement shown in the
preliminary figure for 1986 is due to
the projected increase in farm
income, plus a decline in population.
The large increase in farm income
isn’
t likely to be repeated this year.
In our opinion, the trends I have
just described are likely to continue.
Whether or not we can begin to close
the income gap depends largely on
our ability to add more well-paying
jobs in nonfarm basic industries, and
to what happens to farm income.
There is much talk these days about
the growth o f small business, and
growth in the service industries and in
“
knowledge”industries, as the solution
to Montana’
s problems.
Encouraging just any small business
or cottage industry or service activity
is not the way to build a healthy
economy. We need new or expanded
businesses which either export out of
state or produce something for the
Montana market which we presently
import. Thus a new furniture factory,
selling to the California market, will
help the economy grow. A new
furniture factory selling to the
Montana market and replacing
furniture made outside the state will
help Montana grow. But a new fast
food place or grocery store, for the
most part, will only further divide the
local market.
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“Overall, 1987 won't be a great year fo r the U.S. economy,
but it should be a little better than 1986. . . .
Our goal must be to maintain and
expand our economic base. We need
to encourage all basic industries, large
and small, old and new. That’
s where
most o f the good jobs are, and that’
s
where most of the growth will come.
In particular, I would emphasize, as
we did last year, that we should
support our resource industries. In
spite of their problems, resource
industries continue to provide a large
part of our economic base and a large
proportion of the high-paying jobs in
the state. It may even be that rumors
o f their impending death are greatly
exaggerated.
Let’
s look now at our prospects for
maintaining or expanding Montana’
s
economic base, and at the overall
economic outlook.

The national outlook
Assuming most o f the catastrophes —
major closures — are behind us, what
happens to the Montana economy
over the next few years mostly
depends upon changes in the national
economy.
Table 2 gives projections for the
U.S. economy prepared by Wharton
Econometrics. After a disappointing
1986, the figures for 1987-1989 have
been revised downward from a year
ago.
Wharton is forecasting a continued
period of moderate growth for the
U.S. economy for the balance of the
decade. They project that gross
national product (after adjustment for
inflation) will be up 2.7 percent this
year, starting slow and picking up
later in the year. They expect more
growth in GNP in 1988, about 3.6
percent.
Wharton anticipates a bit more
inflation this year, gradually
increasing through 1989. Housing
starts are expected to decline slightly,
to 1.7 million and then to 1.6 million
in 1989.
These forecasts are much like those
other economists are coming up with.
Indeed, there has been so much
agreement among economists this year
that some observers are suggesting
that is a reason to worry.
Among the hopeful signs Wharton
cites are the potential improvement in
the U.S. trade balance, especially in
4

the second half of 1987, and increased
disposable income thanks to federal
tax reform, again with the effects felt
later in the year. Wharton also points
out that last year’
s significant decline
in federal spending won’
t be repeated.
There are some clouds on the
horizon. A loss o f consumer
confidence (and therefore a decline in
consumer spending) is possible if
further scandals should develop in
Washington, perhaps related to the
Iran arms sales. And Wharton sees
the possibility, though not the
likelihood, o f a recession beginning
early in the year if some shock, such
as last year’
s drop in oil prices, should
occur while the economy is still very
sluggish.
So overall, 1987 won’
t be a great
year for the U.S. economy, but it
should be a little better than 1986,
especially in the second half. And it
may be followed by a much improved
1988.

Table 2
Economic Trends for the U.S. Economy
1985-1989
Actual and Projected as of December 1986
Actual
-P ro je cte d 1985 1986 1987 1988 1989
Real GNP,
percent change
Inflation (CPI),
percent change
Interest rate,
percent
90-day T-bills
Mortgage rate
Housing starts,
millions
Unemployment
rate, percent

2.7

2.5

2.7

3.6

2.4

3.6

1.9

3.5

4.9

5.2

7.5
6.0 5.4
11.6 10.2 9.5

6.6 7.1
10.4 11.0

1.7

1.8 1.7

1.7

1.6

7.2

7.1

6.5

6.6

6.9

Source: Wharton Econometric Forecasting Associates
(December 1986).

Montana’
s outlook
Given these prospects for the United
States, we also anticipate slow growth
in Montana — another year much
like 1986, but without the big reversal
in farm income.
In fact, the next three years are
seen as years of very modest growth.
The lower expectations for the
national economy mean that forecasts
for Montana also have been scaled
down. Our projections for 1987 and
1988 call for less growth than we
forecast a year ago.
Figure 3 and table 3 show our
projections for total personal income,
labor income, and nonlabor income
(property income and transfer
payments) after adjustment for
inflation.
Total personal income is forecast to
increase 1.7 percent this year, 1.5
percent in 1988, and 1.6 percent in
1989 (after inflation). All of the
increase this year is expected to occur
in labor income, mostly in the
nonfarm sector. Nonlabor income
won’
t show much change; increases in
transfer payments will likely be offset
by a decline in property income.
Our forecasts for the next few years
assume some further small increases in
labor income in our nonfarm basic
industries; not back to 1979 — not
even back to 1984 — but stabilizing
and inching upward a bit. Farm
income may also increase slightly, but
we think the road back — even to
1979-1981 levels — will be a long
one. We aren’
t likely to get there
during this decade.
The biggest plus in our scenario is
the m ining industry. The projections
call for significant increases in labor
income from metal mining. Earnings
in the coal industry may decline this
year. Only slow improvement is
anticipated in oil and gas and growth
in nonmetallic mining may level off.
But things are happening in metal
mining. The Butte mines have
reopened, under the operation of
Montana Resources. The Montana
Tunnels gold mine near Helena is
under construction, and so is the
Stillwater Mining Company’
s
platinum-palladium mine in Stillwater
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i t The b iggest p lu s in o u r scen a rio is the m in in g industry
County. There are prospects for new
gold mines at Winston and Jardine.
And further down the road, we may
have more platinum development.
Altogether, we anticipate between
600 and 700 new jobs in metal mining
over the next three years, with an
increase of about 46 percent in labor
income.
Our forecasts also suggest some
modest increases in manufacturing
other than wood products. That does
not allow for any additional major
closures. Last year we were concerned
about the Columbia Falls aluminum
plant. It appears to be operating
satisfactorily. This year there is
concern about Stauffer Chemical
outside Butte. The plant was built in
the early 1950s and its management
has negotiated lower power rates in an
attempt to stay competitive.
We expect further declines in
employment and labor income in the
forest products industry but we think
the rate of decline will slow. Future
losses are mostly tied to increased
efficiency in the industry and to a
shift in the size of timber processed.

There is a possibility o f additional
mill closures, however. In Missoula,
Champion is presently in the process
o f deciding what to do with its
Bonner and Missoula sawmills.
Economic and engineering studies are
underway to determine the feasibility
of remodeling one or both mills for
more effective handling of small logs.
One or the other could be closed
permanently within a year or two.
The worst scenario at this time
appears to be the loss of one mill and
between 100 and 200 mill jobs, plus
some logging jobs.
The outlook for reduced
employment and income and
increased efficiency in the wood
products industry is consistent with
what is happening in many
manufacturing industries in the
United States. It’
s the only way to
survive. Montanans, and especially
western Montanans, should devoutly
hope the wood products industry will
find conditions in Montana favorable
for expenditures for new plant and
equipment, even though it means
fewer workers.

On the plus side, we have an
expansion underway at the LouisianaPacific plant in Missoula and there is
renewed interest in further processing
o f wood products, including the
possibility o f furniture manufacture.
The Missoula paper mill — so
important to western Montana — is
currently enjoying an excellent market
for linerboard. The work force there
recently set a new production record.
Among our other basic industries,
the forecasts call for another
significant decline in labor income in
railroads this year, reflecting a full
year without the Livingston shops.
And federal government payrolls are
expected to hold steady this year and
then decline in 1988 and 1989. This
could change if expansion occurs at
Malmstrom Air Force Base. Indeed,
the proposed Midgetman project
would provide a significant boost to
the state economy.
Another basic industry ^ t r a v e l
and recreation — is not included
separately in our forecasts, due to lack
o f information. The industry has been
a disappointment during the past few

Table 3
Personal Incom e by Major Com ponent, Montana, 1984-1989
Actual and P rojected as o f D ecem ber 1986
Millions of Dollars
----Actija l--------1984
1985

1986

--- Projected----1987
1988
1989

Millions of 1985 Dollars
----- Actija l ---1984
1985

1986

--- Projected----1987
1988
1989

$9,778 $9,922 $10,080
302
290
312
6,328
6,451
6,533
48
48
47
238
248
251
59
62
66
55
55
55
82
88
88
42
42
42
446
457
462
532
533
539
234
231
231
298
303
308
800
821
833
144
144
144
656
677
689
1,162
1,178
1,195
306
316
324
1,375
1,422
1,454
1,421
1,428
1,428
438
435
429
983
993
999
-463
-482
-484
-13
-13
-12
-449
-469
-472
3,624
3,651
3,719
1,871
1,879
1,904
1,752
1J72
l|814
Sources: U.S. Department of Commerce, Bureau of Economic Analysis, and University of Montana, Bureau of Business and Economic Research, Economics Montana.

Total personal income
Farm labor income
Nonfarm labor income
Agr. & forestry services
Mining
Metal mining
Coal mining
Oil & gas extraction
Nonmetal mining
Construction
Manufacturing
Wood & paper products
Other manufacturing
Transportation & utilities
Railroads
Nonrailroads
Trade
Fin., ins. & real estate
Services
Government
Federal
State & local
Adjustments to labor income
Residence adjustment
Social security contributions
Nonlabor income
Dividends, interest & rent
Transfer payments

$8,921
79
5,868
51
249
38
59
124
27
452
560
257
303
705
169
537
1,122
265
1,204
1,260
408
855
-412
-14
-397
3,386
1,850
1,536

$9,067
-35
5,991
49
229
31
64
103
31
435
552
251
301
719
164
554
1,114
289
1,276
1,328
427
902
-441
-14
-427
3,552
1,895
1,656

$9,819 $10,362 $11,017 $11,772
364
285
307
335
6,706
7,163
7,630
6,290
50
51
53
55
232
252
275
293
46
62
69
77
58
61
64
61
84
98
103
87
41
45
47
49
439
473
508
540
564
592
543
630
246
248
256
270
297
316
336
360
776
848
912
973
160
153
160
168
616
695
752
805
1,161
1,231
1,308
1,396
302
324
351
378
1,356
1,457
1,579
1,698
1,430
1,506
1,586
1,668
446
464
483
501
984
1,042
1,103
1,167
-463
•491
-535
-565
-14
-14
-14
-14
-449
-476
-521
-551
3,708
3,840
4,054
4,343
1,965
1,983
2,086
2,224
1,742
1,857
1,968
2,119
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$9,232
82
6,073
53
258
39
61
128
28
468
580
266
314
730
175
556
1,161
274
1,246
1,304
422
885
-426
-14
-411
3,504
1,915
1,590

$9,067
-35
5,991
49
229
31
64
103
31
435
552
251
301
719
164
554
1,114
289
1,276
1,328
427
902
-441
-14
-427
3,552
1,895
1,656

$9,618
279
6,161
49
227
45
60
82
40
430
532
241
291
760
157
603
1,137
296
1,328
1,401
437
964
-454
-14
-440
3,632
1,925
1,706
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Most Montanans are finally convinced o f the seriousness o f
our economic problems
years. Given the national outlook,
there is no reason to expect much
change in the next few years, unless
Montana can succeed in getting a
larger share o f the market. The
industry and the Montana
Department of Commerce think that
is very possible if increased funding
were available for promoting Montana
as a travel destination.
Given this outlook for our basic
industries, and a projection of little
growth in property income and
transfer payments, the rest of the
economy isn’
t likely to boom either.
We may see more main street
businesses closing up shop. But our
projections do suggest some modest
growth overall in labor income in
derivative industries over the next
three years, with about one-third of
the increase in the services.
Table 4 gives our projections for
nonfarm wage and salary jobs. They
call for very small increases of about 1
percent per year. Even so, they may
be overly optimistic, given the declines
in wage and salary jobs the past two
years. But the figures shown are
significantly lower than some of our
earlier projections.
The numbers which appear in this
table are not comparable to those in
table 1. Table 1 is more complete; it
includes agriculture and military
employment, as well as selfemloyment, and table 4 does not.
There certainly is nothing very
exciting about this forecast — not
much to comfort the business
community, Montana workers, or our
state legislators as they wrestle with
financial problems in Helena.
But that’
s how we see the next few
years. If we are wrong, we will likely
be too high rather than too low.

The public: Increased concern
I mentioned earlier that there have
been increased efforts this past year to
address business problems and enlist
support for solving them.
Most Montanans are finally
convinced of the seriousness o f our
economic problems. There are few of
us who do not know someone who’
s
been touched by them — from the
sawmill worker who took a cut in pay,
6

to the rancher or business person who
can’
t pay off the bank, to the college
professor in fear o f losing his job.
Those of you who have attended
these seminars in the past have heard
us say over and over that many of
Montana’
s problems are a result of
world and national conditions over
which we have little or no control.
That’
s true.
But now that we’
ve finally reached
a public consensus that we’
re in real
trouble, there also seems to be general
agreement that we should address
some of the problems which we do
have the power to fix.
Private groups have defined and
outlined the issues of workers’
compensation, taxation, liability
insurance, and so forth. The public is
listening, and many Montanans
probably hope the legislature is also.
But still I think we need to do
more. If you have not read the report
presented by the Economic Transition
Task Force to Governor Schwinden, I
commend it to you. It’
s an excellent
report which grew out o f the wellpublicized meeting in Butte last fall
featuring David Birch of MIT.
Some of its recommendations have
been forwarded to the legislature by
the governor. A number of broadbased business organizations have

endorsed it. But I’
ve not noticed any
ground swell o f support for the
recommendations overall. I think
that’
s too bad.
As I suggested earlier, most o f the
problems I have mentioned and others
that you will hear about today, as
well as those discussed in the Task
Force report, can only be corrected by
the legislature. Let’
s hope it will be
equal to the job.
In the meantime, if I were a
business person, I’
d hunker down,
take my belt in again, and prepare
for another lean year. T o use the toofrequently quoted statement by Yogi
Berra, it ain’
t over till it’
s over.
Montana’
s hard times ain’
t quite over
yet.
□

T a b le 4
Em ploym ent, Montana
1984-1989
Actual and P ro je c te d a s o f D e ce m b e r 1986
(In T h ou san ds)

Nonfarm wage & salary jobs
Mining
Construction
Manufacturing
Wood & paper products
Other manufacturing
Transportation & utilities
Railroads
Other
Trade
Fin., ins. & real estate
Services
Government
Federal (civilian)
State & local

---Actual--1984
1985
281.2 278.4
7.7
6.8
12.6
11.3
22.5
21.7
9.9
9.3
12.6
12.4
20.8
20.6
4.1
4.0
16.7
16.6
75.9
75.6
13.4
13.3
59.6
60.1
68.7
69.0
12.8
12.4
55.9
56.6

1986
274.7
6.7
10.7
21.0
9.1
11.9
20.4
3.8
16.6
73.9
13.0
60.8
68.2
12.0
56.2

--- Proje cted--1987
1988
277.3 280.3
7.1
7.4
10.8
10.8
21.2
21.3
8.9
8.8
12.3
12.5
20.8
21.0
3.5
3.5
17.3
17.5
74.2
75.0
13.3
13.6
61.4
62.0
68.6
69.2
11.9
11.9
56.7
57.3

1989
283.9
7.5
10.9
21.5
8.8
12.7
21.4
3.5
17.9
76.3
14.1
62.6
69.7
11.9
57.7

Sources: Montana Department of Labor and Industry, Research and Analysis Division, and Univer
sity of Montana, Bureau of Business and Economic Research, Economics Montana.
Note: Not comparable to table 1. Excludes agriculture, federal military, and som e other categories.

T h e State Outlook for 1987/M axine C. Johnson

Helena. These indicators measure
different aspects o f the local economy
and, taken together, they provide a
good overview of the general
economic conditions in each urban
area. In our analysis we will use
countywide figures because the legal
boundaries of cities are often arbitrary
and can exclude sizeable portions of a
urban economy.

Population

The Local
Outlook:
Introducing the
New Forecasts
for the Missoula,
Billings, Great
Falls, and Helena
Areas
PAUL E. POLZIN

The population data for Missoula,
Yellowstone, Cascade, and Lewis and
Clark counties are shown in figure 1.
The 1970 and the 1980 population
figures are based on the decennial
Census of Population, while those for
1981 to 1985 are intercensal estimates.
The Census figures provide a reliable
measure of overall population
changes. The intercensal figures may
not be as accurate as the Census data,
but they are useful in analyzing
general population patterns. Further,
the population figures for 1985 are
preliminary estimates and may be
revised.
Figure 1
Population
Selected Montana Counties
Thou.—

ol Persons

1970-1985

Personal income and nonfarm
labor income

Bureau director o f forecasting
Paul E. Polzin discussed the 1987
outlook fo r Montana’
s four largest
cities. He included information
from the Bureau’
s new regional
forecasts.
Sources: U.S. Department of Commerce, Bureau of the Census,
snd University of Montana, Bureau of Business and Economic
Research.

M

ontana’
s major urban areas will
be analyzed in three steps. First,
the long-run economic trends will be
identified using data for population,
personal income, and nonfarm labor
income. Next, current economic
conditions will be analyzed using the
latest data available. Finally, we will
present for the first time forecasts for
each urban area and for multicounty
regions.

Long-Run Trends
We use population, personal income,
and nonfarm labor income to evaluate
the long-run economic trends in
Missoula, Billings, Great Falls, and

growth rate has remained relatively
stable at about 2.1 percent per year
throughout the 1970s and early 1980s.
The latest population data is for
1985, and these figures may not
reflect the impact o f declining oil
prices and other recent events in the
Billings area economy.
The population o f Cascade County
has been relatively stable for the last
fifteen years. The preliminary
estimate for 1985 was 80,300 persons,
which is almost identical to the 1980
figure o f 80,000 and only slightly less
than the 1970 population o f 82,300.
Earlier in the decade, it appeared
almost certain that the population of
Missoula County would surpass that of
Cascade County. These trends have
changed, however, and Great Falls
remains the second largest urban area
in Montana.
The population of Lewis and Clark
County continued upward throughout
the 1970s and early 1980s. The rate
of growth has almost halved, however.
Between 1970 and 1980, the number
of residents rose about 2.6 percent per
year, while the corresponding figure
for the 1980 to 1985 period was 1.4
percent per year. The preliminary
estimate for 1985 was 46,100 persons.

The population trend in Missoula
during the 1980s is very different from
that of the 1970s. From 1970 to 1980,
Missoula County’
s population
increased from about 58,500 to
approximately 76,016 persons, a rise
of more than 30 percent. During the
1980s, however, population growth
ceased; the preliminary estimate for
1985 is 77,300 persons, only slightly
greater than the 1980 population of
76,016. The population declines in
the early 1980s have been reversed
and little growth has been recorded in
the last few years.
Yellowstone County is Montana’
s
largest, with a 1985 population of
120,600 persons. The population

Another view o f the long-run trends
in each urban area is provided by
personal income and nonfarm labor
income. Before analyzing the figures,
it may be helpful to review the
definitions and interpretations of these
numbers.
Nonfarm labor income is equal to
the wages and salaries, selfemployment income, and other labor
income o f all working persons. After
converting it to constant dollars, we
use the trend in nonfarm labor
income as a measure o f overall
economic activity in an area,
analogous to real GNP. Personal
income is equal to the total income
received by area residents from all
sources. It includes nonfarm labor
income plus dividends, interest, and
rents, plus transfer payments. There
are also adjustments for people living
in one area while working in another,
and Social Security taxes paid by
individuals. Personal income is a
major determinant of consumption
expenditures. Therefore, the trend in
personal income, adjusted for
7

t£Economic conditions in the early 1980s were fa r worse than
during the 1970s."
inflation, is a good indicator of
changes in real spending power and
the sales of goods and services in an
area.
The average annual rates o f change
for personal income and nonfarm
labor income in each of the major
urban areas are graphed in figures 2
and 3. The figures for 1970 to 1979
portray the conditions that existed in
each city during the 1970s, while the
1979 to 1984 changes represent the
trends during the early 1980s.
Unfortunately we cannot incorporate
into this analysis the data from later
than 1985. Due to statistical revisions
that are currently underway by the
U.S. government, the latest data are
not strictly comparable to the figures
for the 1970s. The addition of 1985
and 1986 data would not, however,
substantially change our conclusions.
It takes only a quick glance at
figures 2 and 3 to determine that the
trends o f the 1980s are very different

from those o f the 1970s. Further, both
personal income and nonfarm labor
income tell similar stories about the
performance of the four urban areas.
From 1970 to 1979, all four urban
areas experienced increases in
personal income and nonfarm labor
income. The growth rates were
roughly equal for Missoula,
Yellowstone, and Lewis and Clark
counties. The figures for Cascade
County were a few percentage points
lower.
Economic conditions in the early
1980s were far worse than during the
1970s. Cascade and Missoula counties
had overall declines in personal
income and nonfarm labor income
from 1979 to 1984. Yellowstone and
Lewis and Clark counties, while still
enjoying overall growth, had sharply
reduced rates o f increase in both
personal income and nonfarm labor
income.

A C loser Look at Current
E con om ic Conditions

S ource: U.S. Department o f Commerce, Bureau of Economic
Analysis.

Source: U.S. Department o f Commerce . Bureau o f Economic
Analysis.
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The long-run data provide a good
overview o f the overall economic
trends during the last decade and a
half, but they do not reflect the
changing conditions associated with
the business cycle, nor do they reveal
the current conditions in each o f the
urban areas. In order to measure the
short-run trends more precisely, we
will use quarterly data for total
personal income and nonfarm labor
income to further analyze recent
events in each o f the four urban
areas. The data begin with the first
quarter of 1980 and end with the
second quarter of 1986. As we
mentioned earlier, the U.S.
government is in the midst o f a major
revision o f regional economic data,
and the quarterly data are not strictly
comparable to the annual figures
presented earlier.
The quarterly data for personal
income and nonfarm labor income
may be used in two ways. First, we
will identify reasons for the slowdown
in growth during the 1980s. Second,
we will analyze the latest trends using
the last four quarters o f data.

Missoula County
In past years we have often
commented on Missoula’
s volatile
economy, where rapid expansions
alternate with significant declines.
The business cycle is now benefitting
the Missoula economy. As shown in
figure 4, the trends in both nonfarm
labor income and personal income
have been generally upward since the
cyclic trough in 1982.
Since the cyclic trough, the
Missoula economy has experienced the
greatest growth among the four urban
areas. From the third quarter o f 1982
to the second quarter o f 1986,
nonfarm labor income rose almost 18
percent and personal income
increased about 13.5 percent. None of
the other urban areas experienced
equivalent increases.
The latest data show personal
income growing 3.6 percent and
nonfarm labor income rising 4.3
percent from the second quarter of
1985 to the second quarter o f 1986.
These short-term increases are also
the largest among the urban areas.
Last year at this time we were
concerned that the economic recovery
had stalled in Missoula because of
declines during early 1985. This worry
was alleviated by the sharp increases
in both personal income and nonfarm
labor income during the first quarter
o f 1986. We do not, however, have
the detailed data needed to identify
the cause of this recent increase. We
do not yet know the impact of the
wage reductions in the wood products
industry, which occurred in the last
half o f 1986.

Yellowstone County
Despite its reputation as a place where
prosperity and optimism reign, there
has been little economic growth in
Yellowstone County during the 1980s.
As shown in figure 5, nonfarm labor
income in 1986 was not significantly
higher than it was in 1980.
Personal income in Yellowstone did
grow; during the first half o f 1986, it
averaged about 13 percent above its
1980 level. Most of this increase
occurred between mid-1981 and
mid-1983, and was caused by rises in
interest payments, Social Security
T h e L ocal Outlook/ P aul E. Polzm

“Personal income in Cascade County has been relatively
stable
benefits, and other forms of nonlabor
income. But, personal income has
since stagnated, showing no overall
growth since mid-1983.
The latest data report personal
income up about 0.4 percent and no
change in nonfarm labor income
between second quarter 1985 and
second quarter 1986. These figures
mean that Yellowstone County ranks
last in terms o f growth among the
four major urban areas. The slight
decline in both personal income and
nonfarm labor income during the
second quarter of 1986 may reflect
the declining oil prices, which began
early last year.

Cascade County
At last year’
s outlook seminar we
stated that the rampant pessimism
then prevalent concerning the Great
Falls economy was not warranted. A
quick glance at the latest data in
figure 6 confirms this assessment; both

Figure 4
Total Personal Income and
Nonfarm Labor Income
Missoula County
iHsoSim 1st Quarter 1980 to 2nd Quarter 1986

personal income and nonfarm labor
income increased sharply during late
1985 and early 1986. In fact, had we
computed the change from the third
quarter of 1985, rather than the
second quarter, Cascade County’
s 7.0
percent rise in personal income and
8.1 percent increase in nonfarm labor
income would have been the largest
among the urban areas. We cannot
yet identify the causes of this recent
growth because detailed data are not
yet available.
Taking a longer-run view, we see
that there were significant declines in
Cascade County’
s nonfarm labor
income during the early 1980s. This
downward trend ceased in 1982, and
the economy remained stable for the
next two years. There was a minor
decline early in 1985, which may have
instigated the negativism prevalent
last year, but this was quickly reversed
later in the year.
Personal income in Cascade County
has been relatively stable. Increases in

Figure 6
Total Personal Income and
Nonfarm Labor Income
Million, of
Cascade County
1905Dollar, ts t Quarter 1980 to 2nd Quarter 1986

transfer payments, and dividends,
interest, and rents counterbalanced
the declines in nonfarm labor income
during the early 1980s.

Lewis and Clark County
There has been little overall growth in
the Helena economy during the first
part of the 1980s (figure 7). But,
looking at this period since mid-1984,
there has been an erratic but
persistent upward trend. Both
personal income and nonfarm labor
income increased sharply during most
o f 1984 and early 1985. There were
declines later in 1985, but they did
not erase the earlier gains. The
increases in the fourth quarter of 1985
and second quarter o f 1986 returned
both indicators to their previous
peaks. Overall, personal income and
nonfarm labor income in second
quarter 1986 were both about 7.7
percent above their corresponding
values two years earlier.
Turning to the latest data, personal
income was up about 3.0 percent
from second quarter of 1985 to second
quarter of 1986. The corresponding
increase in nonfarm labor income was
1.4 percent.

Presenting Our New
F oreca sts

university 01 Montana, Bureau o f B i

Economic Research.
Note: Seasonally adjusted at annual ratea.

Note: Seasonally adjusted at annual rates.
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This year we are presenting for the
first time forecasts for multicounty
regions and major urban areas in
Montana. These substate forecasts are
part of Economics Montana, a
program jointly sponsored by the
Bureau of Business and Economic
Research and Mountain Bell.
Forecasts for small geographic and
sparsely populated areas are a new
and exciting development in regional
economic analysis. Because the
techniques are new and we are still
experimenting how to best apply them
here in Montana, the new substate
forecasts should be interpreted with
even more caution than most
economic projections.
We have not attempted to provide
forecasts for all o f Montana’
s fifty-six
counties, or even for all o f the major
cities. In their place, we have
prepared separate forecasts for the
9

**The forecasts fo r nonfarm labor income show a reversal o f
the declines in the west and northeast
Figure 8

multicounty regions, which are
pictured in figure 8. Forecasts for
these three regions provide a rough
idea of the different trends likely to
occur in the various areas of
Montana. Because of our economic
diversity, any division o f the state into
a few regions required arbitrary
decisions. The three regions used here
are obviously the result o f numerous
compromises. In the future, these
boundaries may be modified or new
regions created.
Since the same set o f assumptions
concerning the U.S. economy and
most other factors underlie all
substate forecasts, the projected trends
are expected to be similar in the
regions and urban areas. For
example, projected growth rates may
fluctuate in the same direction in all
the regions and urban areas.
Therefore, the interpretation of
substate forecasts emphasizes
comparisons between and among
areas rather than trends over time.
For example, we will be more
interested in identifying the area
projected to grow the fastest or the
slowest, rather than the change in
growth rates from one year to the
next.
Forecasts for total personal income
and nonfarm labor income were
prepared for each multicounty region
and urban area. Additional variables
and/or more detailed projections may
10

be added as we gain experience with
substate forecasting.

Multicounty regions
The forecasts for personal income and
nonfarm labor income in each
multicounty region are presented in
table 1. The historic and projected
trends are summarized in figures 9
and 10.
In terms o f personal income
growth, the southeast region ranked
first during the 1979 to 1984 period
and is projected to remain the growth
leader from 1984 to 1989. Personal
income in southeastern Montana
increased at a 1.1 percent annual rate
between 1979 and 1984, while it
declined at average annual rates of
0.5 percent and 0.1 percent in the
west and northeast, respectively. From
1984 to 1989, the southeast is
projected to grow 2.0 percent per
year. The west and the northeast will
not be far behind, however. They are
both projected to rise about 1.6
percent per year.
The relative prosperity o f the
southeastern region is also reflected in
nonfarm labor income. During the
1979 to 1984 period, nonfarm labor
income in southeastern Montana rose
0.4 percent per year and it was the
only region to experience growth. In
contrast, it declined in the west at an
average annual rate o f 2.4 percent

and decreased 1.7 percent per year in
the northeast.
The forecasts for nonfarm labor
income show a reversal o f the declines
in the west and northeast. The growth
in the western region is expected to
equal that o f the southeast. Nonfarm
labor income is projected to grow 1.6
percent per year between 1984 and
1989 in both regions. In the
northeast, nonfarm labor income is
expected to increase 1.1 percent per
year during the same period.
In summary, southeastern Montana
fared best in terms of both personal
income and nonfarm labor income
growth during the 1979 to 1984
period. The southeast will continue to
be the growth leader between 1984
and 1989, but an end of declines in
nonfarm labor income and personal
income in the west and northeast will
reduce disparities in economic growth
between regions.
The Local Outlook/Paul E. Polztn

The most rapid growth in personal income from 1984 to
1989 is projected in Lewis and Clark County.
The urban areas
The forecasts for the four urban areas
are presented in table 1 and
summarized in figure 11. The most
rapid growth in personal income from
1984 to 1989 is projected in Lewis
and Clark County; the average annual
increase is expected to be about 2.2
percent per year. Missoula,
Yellowstone, and Cascade counties
will not be far behind; their growth is
projected to average between 1.7 and
1.9 percent per year. The growth in

nonfarm labor income is projected to
accelerate to about 2.0 percent per
year between 1984 and 1989 in both
Lewis and Clark and Yellowstone
counties. Cascade County is expected
to rise about 1.7 percent per year,
while Missoula County is projected to
increase 1.6 percent per year.
What do all these numbers mean?
There are a number o f patterns that
emerge when the projections for the
urban areas are compared. First of
all, comparing the forecasts to the
historic data shown in figures 2 and
3, we see that in every case the
projected growth rates for personal
income and nonfarm labor income
between 1984 and 1989 are greater
than those of 1979 to 1984, but less
than the 1970 to 1979 figures. This is
one result of the identical assumptions
which underly all the regional and
urban area forecasts, which show the
late 1980s in Montana to be better
than recession years o f the early 1980s
but worse than the prosperous 1970s.
Second, the growth rates for all
four urban areas are projected to be
approximately equal. This, too, is
reminiscent o f the 1970s, when there
was very little difference in growth

rates between the Missoula, Billings,
and Helena area economies, with
Great Falls slightly behind.
Finally, the forecasts show the
greatest improvement in Missoula and
Cascade counties; both experienced
declines in personal income and
nonfarm labor income from 1979 to
1984, and both are projected to grow
from 1984 to 1989. Yellowstone and
Lewis and Clark counties did
experience increases from 1979 to
1984, albeit very small, and the 1984
to 1989 forecasts show accelerations in
personal income and nonfarm labor
income growth.
There is not the space to look
carefully at all four cities and identify
the specific causes for the projected
trends in personal income and
nonfarm labor income. In fact, given
the interaction between urban areas,
multicounty regions, and the statewide
economy which are incorporated into
the forecasting systems, clear causeeffect relationships may not exist. We
can, however, list some of the
important assumptions underlying the
forecasts and discuss how they
combine with the economic
characteristics of the urban areas to
influence the projected trends.

Table 1
Personal Income and Nonfarm Labor Income
Multicounty R egions and Selected Counties, 1984-1989
Actual and Projected as of Decem ber 1986
Millions of Dollars

Personal income
Multicounty regions
West
Northeast
Southeast
Total, Montana
Selected counties
Missoula
Yellowstone
Cascade
Lewis & Clark
Nonfarm labor income
Multicounty regions
West
Northeast
Southeast
Total, Montana
Selected counties
Missoula
Yellowstone
Cascade
Lewis & Clark

Millions of 1985 Dolla rs

1984

1985

1986

1987

1988

1989

1984

1985

1986

1987

1988

1989

$2,819
2,827
3,275
8,921

$2,875
2,860
3,332
9,067

$3,072
3,133
3,614
9,819

$3,243
3,296
3,823
10,362

$3,465
3,489
4,063
11,017

$3,694
3,722
4,356
11,772

$2,918
2,927
3,390
9,235

$2,875
2,860
3,332
9,067

$3,009
3,068
3,540
9,617

$3,059
3,109
3,607
9,775

$3,122
3,143
3,660
9,925

$3,163
3,186
3,729
10,076

825
1,524
945
572

855
1,600
989
599

916
1,686
1,051
645

963
1,777
1,098
681

1,036
1,892
1,170
724

1,097
2,018
1,245
772

854
1,578
978
592

855
1,600
989
599

897
1,651
1,029
632

908
1,676
1,036
642

933
1,705
1,054
652

939
1,728
1,066
661

1,821
1,808
2,239
5,868

1,845
1,846
2,300
5,991

1,953
1,937
2,400
6,290

2,083
2,055
2,568
6,706

2,246
2,178
2,738
7,163

2,382
2,313
2,934
7,630

1,885
1,871
2,318
6,074

1,845
1,846
2,300
5,991

1,913
1,897
2,351
6,161

1,965
1,939
2,422
6,326

2,023
1,963
2,467
6,453

2,039
1i980
2^513
6,532

637
1,141
668
442

655
1,194
698
464

696
1,258
738
493

734
1,339
774
523

794
1,433
829
556

834
1,524
881
591

659
1,182
692
458

655
1,194
698
464

682
1,232
723
483

692
1,263
730
493

715
714
1,291
1 305
747
754
501
506
Sources: U.S. Department of Commerce, Bureau of Economic Analysis, and University of Montana, Bureau of Business and Economic Research, Economics Montana.
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First o f all, Billings, Great Falls,
and Missoula are all regional trade
centers. Improved conditions in the
surrounding rural areas will induce
growth in these urban centers. This
will be especially true in eastern
Montana where we anticipate that
farm labor income will return to its
predrought levels. Second, the wood
products industry, which is
concentrated in the western part of
the state, is expected to continue
operating at or near maximum
capacity. Third, several additional
units (independent of Midgetman) are
scheduled to be deployed at
Malmstrom AFB near Great Falls.
Finally, two of the new precious metal
mines (The Montana Tunnels project
and the Western Energy mine near
Winston) are located near Helena,
and will affect trends in the Lewis
and Clark economy.
□

The Consumer
View o f 1987
MARY L. LENIHAN

Quarterly editor and Bureau
research analyst Mary L. Lenihan
summarized the 1987 consumer
outlook.

T

his article takes a brief look at
how Montana consumers are
feeling about the economy. It looks at
how consumers in the different
Montana trade areas are feeling, and
if their attitudes differ from those of
other Montanans.
Given the material presented by
Paul Polzin and Maxine Johnson in
this issue, it’
s not surprising that
Montana consumers are not terribly
optimistic about either their own or
Montana’
s outlook. Our Montana
Index o f Consumer Sentiment has
been measuring consumer attitudes
since late 1982, and in December
1986 it reached its lowest level yet.
However, despite that drop the index
is just a little below the figure
recorded a year before. Our
conclusion is that Montanans are
cautious, and they think 1987 will be
a lot like 1986, a year o f little growth.
Our index is a composite measure
o f how consumers are feeling. It is
made up of the answers to five
questions asked o f a representative
sample o f Montanans. Our
interviewers ask Montanans about
their own household economic
situation now, compared with a year
ago; their expectations for
12

improvement in their own household
economic situation over the next
twelve months; their expectations for
the state economy over the next twelve
months; their expectations for the
state economy over the next five years;
and the general outlook for buying
major household items, such as
furniture and appliances, over the
next six months.
We ask our consumer questions
twice a year, in conjunction with The
Montana Poll. The Poll is a public
opinion survey we conduct quarterly.
It asks Montanans for their views on
economic and other issues facing
Montana. The Poll is co-sponsored by
the Great Falls Tribune.
The usefulness of the index is in
seeing how Montana consumers feel in
general. We do not ask if consumers
are actually planning to make any
major purchases. Nor do we ask about
their outlook for their own local area.
The index shows us a composite of
Montanans’feelings, overall, about
the economy. We think the index
should be o f interest to retailers and
others. If Montanans are feeling good
about things, they likely will be better
consumers than if they are
discouraged.
The Montana Index o f Consumer
Sentiment is shown in figure 1. In
figure 1 and the other graphs, 100
reflects the state average at our
starting point in November 1982.
You can see that consumer attitudes
improved in 1982 and 1983, as the
state and the nation recovered from
the recession. Since then we’
ve seen a
steady decline, with the exception of
an upturn in mid-1986.

The local trade areas
Different parts o f the state have had
different experiences, and that is
reflected in the indexes for the
individual trade areas (figures 2-4).
The three trade areas are identical to
the geographic regions used by Paul
in his substate forecasts, as shown on
the map on page 10.
Missoula trade area residents,
compared to other Montanans, were
the least pessimistic in December
1986. However, the December index
figure for that trade area was still
below its level o f a year before, and
showed a large dip since mid-year.
Accounting for the decrease in
December were (1) a larger
proportion o f those with a pessimistic

“i f Montanans are feeling good about things, they likely will
be better consumers than if they are discouraged.
attitude about their own short-term
outlook and (2) a drop in the number
expressing optimism about the market
for major household purchases.
Turning to the Billings trade area,
the low price o f oil and the residual
effects of the recent drought no doubt
accounted for a precipitous drop in
that trade area’
s index in mid-1986.
The index actually rebounded
somewhat in December, but remained
lower than the figures recorded for
the other trade areas. In December,
Billings trade area residents were
especially pessimistic about their own
short-term prospects.
The index for the Great FallsHelena trade area rose noticeably in
mid-1986 over what it had been at
the end of 1985, but it dropped again
in December. Accounting for the
upturn and subsequent drop were
changes in the attitude concerning the
state’
s short-term outlook. One-third
were favorable in June, but that
dropped to only 18 percent in
December.

Overall, Missoula trade area
consumers have been the most positive
in the past two years. The Billings
trade area index took a long sharp
slide after December 1984, though it
recovered a bit in December 1986.
The Great Falls-Helena trade area
index has been the most volatile
recently. At the end o f 1986, though,
it was the Missoula trade area
consumer who was the most
optimistic.
Consumer sentiment is also
measured nationally. The University
o f Michigan’
s national index of
consumer sentiment is the one we’
ve
used as a model for our index. While
the national index, like our state
index, is not an indicator of actual
buying plans, consumer spending is,
o f course, an important factor fueling
economic growth. Thus, economists
and others interested in the economy
look regularly at how consumers are
feeling.
Our statewide index has followed
the same general trend shown by the
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national index. The national index
went up in 1982 and 1983, but has
shown some declines since 1984. The
declines in the national measure have
been less pronounced, however, as
consumer sentiments from especially
prosperous regions of the nation have
offset more negative sentiments from
other areas that are not faring as
well.

The housing and auto markets
Let’
s turn now from the overall
outlook as indicated by our index to
the specific outlook for two major
consumer markets. We also ask
Montana consumers questions about
auto and home buying. Their feelings
on these questions are not included in
the calculation of the index.
As indicated by tables 1 and 2,
attitudes toward homebuying were
quite favorable as o f December.
Continued lower mortgage interest
rates no doubt accounted for this.
Despite their low index figure, Billings
trade area consumers were the most
optimistic about homebuying. Other
Montana consumers were slightly less
so, but many had a favorable outlook.
The outlook for buying new or used
cars is not as rosy. We saw a mid-year
increase to an all-time statewide high
o f 61 percent with a favorable outlook
in June. This figure nosedived in
December to 49 percent.
Undoubtedly, the flurry o f car sales
due to drastically reduced loan
interest rates in late summer and fall,
followed by the higher interest rates
and prices of the 1987 models,
contributed to this slide. Missoula
trade area consumers were more likely
to express a favorable outlook for the
automobile market in December.
Consumers nationally seem to have
shared Montana consumers’views in
housing and carbuying in 1986, and
economists project that 1987 activity
will follow the trends that consumers’
opinions in Montana and elsewhere
suggest.
Car sales nationally reached record
levels in August and September and
dropped thereafter. As for 1987,
Wharton Econometrics’
January
forecasts suggest auto sales will remain
sluggish this year.
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rPThe federal tax cut that takes effect this year could also
influence consumers
The market for single-family homes
remained comparatively strong
nationally through 1986, with the
exception o f several southern and oilproducing states. Wharton claims that
1987 will see a continued healthy
market for single-family homes, as
long as interest rates remain stable.

A summing up
If we look at the overall attitude of
Montana consumers, as indicated by
our index and the specific market
attitudes, how do the numbers add
up?
Montanans overall do not have a
comparatively rosy view right now.
Three years ago, when Montana’
s
economy grew at a faster pace, as we
recovered from the recession,
Montanans were feeling better about
things. But that has changed. Eastern
Montanans, especially in the Billings

trade area, were even less likely to be
optimistic at the end of 1986.
O f course, there are both local and
national events or influences that
could change things. If oil prices go
up, and we have a good farm year,
eastern Montanans will probably have
a more favorable outlook. And the
federal tax cut that takes effect this
year could also influence consumers.
Some national economists have been
suggesting that while consumers may
not be as willing to buy cars or bigticket items this year as they were last
year, the tax cuts will give them more
take-home pay. That may cause their
view of the economy to brighten, and
may translate into additional
spending, particularly on smaller ticket items and soft goods. That
could happen here, and could be
good news for Montana retailers.
But there is also some concern at
the national level about consumer

debt. It could put a crimp in
consumer spending. We don’
t know
how much debt Montana consumers
have, or whether they are willing and
able to take on more this year.
The latest Wharton forecasts say
that weak income growth and high
levels o f debt imply weak consumer
spending, nationally, in the next few
months. However, Wharton
anticipates a possible rebound in the
second half o f 1987, due to some
income growth, the tax cuts, and
continued low interest rates. If income
growth does not materialize, or if
interest rates rise, this rebound in
consumer spending might not happen.
W e’
ll be measuring consumer
opinions again in June. Right now,
though, Montana consumers seem to
have a “
wait and see”attitude, with
little expectation that the first several
months of 1987 will be much different
from a year ago.

Table 1
Consumer Sentiments
Montana and Urban Trade Areas
December 1986
Major Household
It.sms
Positive Negative
Montana
Billings Trade Area
Great Falls-Helena
Trade Area
Missoula Trade Area

Autorrloblles
Positive Negative

Honnes
Positive Negativ

50%

30%

49%

34%

69%

19%

53%

29%

44%

35%

74%

16%

46%
49%

32%
28%

49%
54%

38%
28%

68%
66%

22%
20%

Source: University of Montana, Bureau of Business and Economic Research, The Survey of Con
sumer Sentiment and the Montana Poll.

Table 2
Consumer Sentiments
Montana
1981-1986
Major Household
Items
Positive Negative
December 1986
June 1986
December 1985
June 1985
December 1984
June 1984
December 1983
June 1983
November 1982
December 1981

50%
54%
52%
54%
59%
61%
58%
55%
34%
28%

30%
23%
30%
24%
27%
24%
28%
25%
37%
31%

Automobiles
Positive Negative
49%
61%
48%
47%
47%
52%
52%
57%
38%
19%

34%
21%
32%
30%
38%
34%
33%
27%
38%
51%

Homes
Positive Negative
69%
74%
60%
61%
51%
45%
56%
64%
49%
10%

19%
16%
26%
28%
38%
44%
34%
21%
34%
73%

Source: University of Montana. Bureau of Business and Economic Research. The Survev of Consumer Sentiment and The Montana Poll.
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national and world markets.
In principle, taxes can be so high
that they are destructive of economic
welfare. Conversely, spending can be
so low that public services are
inadequate and destructive of
economic welfare.
It also is true that high spending
may reflect the extra costs of
providing highways, schools, and
other services in a large, sparsely
populated state. There are few
economies o f scale in Montana.

Focus on State
and Local
Government
Finances
MAXINE C. JOHNSON
Maxine Johnson presented an indepth look at state taxes and how
Montana spends that money.

W

e all know the Montana Legis
lature is in session and facing
serious fiscal problems.
But, in spite of all the talk, I
suspect many o f us don’
t have a good
overall picture of how state and local
governments spend money, how the
pattern has changed over the years,
and where the money comes from.
This presentation will provide some of
that information and make some
comparisons with neighboring states.
Government spending and taxation
are important public policy issues for
several reasons.
If government spends too much and
taxes are too high, Montanans may
have too little money left to spend
privately for investment or
consumption.
The level o f public services affects
Montana’
s ability to attract new and
expanding businesses. Business wants
good schools, universities, and
highways.
But taxes also are a cost o f doing
business, the same as labor and
transportation costs. High tax rates
can affect Montana’
s ability to attract
new business and the ability of
existing businesses to compete in

Or maybe Montanans are getting
what they want in public services —
what they’
re willing to pay for, or
have others pay for.
Determining the proper level of
spending and taxing is a difficult
problem — one we won’
t try to solve.
My intention is to describe the
present situation and make some
historic comparisons together with
comparisons with other states.
Before turning to these questions, I
want to acknowledge assistance from
some friends at Montana State
University, professors Douglas Young
and Verne House. Many o f the tables
and charts I use were developed by
them, in connection with the
UM/MSU Tax Conference last
September.
I’
ll be making comparisons over a
fifteen-year period, 1969-1984. That’
s
because the 1970s were the decade of
big spending increases in Montana
and of big increases in state revenue
collections.

Is Montana a High
R evenue State?
So, to the first question. Are we a
state o f big spenders? Let’
s begin by
looking at where the money goes
(figure 1). The largest expenditure is
for public schools, 28 percent o f total
state and local spending. Public
welfare plus health and hospitals take
16 percent o f total general
expenditures; highways, 14 percent;
higher education, 8 percent; natural
resources and sanitation, 8 percent;
and “
all other”combined, 26 percent.
State and local governments in
Montana spent a total of almost $2
billion in fiscal 1984. Per capita
expenditures amounted to $2,448, or
55 percent more than in 1969, after
adjusting for inflation (table 1).
Where did the big increases occur?
Percentagewise, the biggest growth
was in public welfare, health and
hospitals, and the all other category.
But the big bucks went to the public
schools. Twenty-eight percent o f the
increase in total spending over the
fifteen years went to local schools; per
capita expenditures were up 54
percent after inflation, even though

Figure 1
State and Local Expenditures
by Purpose, Montana
Fiscal Year 1984

We also had a lot o f inflation
between 1969 and 1984. All the dollar
figures I quote will be in inflationadjusted 1985 dollars.
We also had population growth, so
we would expect expenditures and tax
collections to increase. Because of
this, I sometimes put expenditures or
collections on a per capita basis (total
expenditures divided by total
population). Or I express total
expenditures and taxes as a
percentage of total income. Using
measures like these makes it possible
to compare Montana with other states
and with the U.S. average.
Also, we’
re going to look just at
direct general expenditures and
general revenue. The trust funds
(unemployment insurance, workers’
compensation) and the state liquor
store operations are not included.

Total Direct General Expenditures
FY 1984 — $1,958,200,000
Source: U.S. Department o f Commerce, Bureau of the Census
Governmental Financea In f98344.

Table 1
Changes in State and Local Expenditures
Per Capita, Montana, Fiscal Years 1969-1984
(In 1985 Dollars)
1969
VII direct general
expenditures
Local schools
Higher
education
Highways
Public welfare
Health &
hospitals
All other

1984

$1,579 $2,448
447
688

— Charige-----lollars i *ercent
$869

55

241

54

180
376
110

209
333
233

29
-43
123

16
-11
112

71
396

135
851

64
455

90
115

Source: U.S. Department of Commerce, Bureau of the
Census, Governmental Finances in 1968-69 and
Governmental Finances in 1983-84.
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*The nation as a whole has approximately seven times the
population per school district and five times the population
per mile o f highway that Montana does.
enrollment was declining.
Per capita spending for higher
education, on the other hand, was up
only 16 percent. Unlike enrollment in
the public schools, University System
enrollment had increased, by about
one fourth.
At the bottom came per capita
highway expenditures, actually lower
by 11 percent in 1984 than in 1969
after adjusting for inflation.
The all other category includes
natural resources, parks and
recreation, sanitation, government
administration, interest on debt,
police and fire protection, and
prisons. Some of these items couldn’
t
be separated because of changes in
reporting over the years. Clearly,
there were some big increases for
some of these purposes. I’
m sorry we
can’
t document them.
Let’
s move closer toward answering
the question — are we big spenders?
— by comparing expenditures per
capita in fiscal year 1984 by Montana
and its neighbors (table 2).
Our overall expenditures per capita
were higher than the U.S. average.
They were well above Idaho, about
the same as North Dakota, and well
below Wyoming. Among all fifty
states and the District o f Columbia,
we ranked thirteenth.
We spend more per capita on
public schools than the U.S. average,
and more than Idaho and North
Dakota. Indeed, the only states in
addition to Wyoming which spent
more per capita were Alaska and New

York. That ranks us fourth in the
United States.
Our spending on higher education
is at the national average. It’
s about
the same as Idaho, but substantially
lower than North Dakota and
Wyoming. We rank twenty-ninth
among the fifty states and the District
o f Columbia.
Montana spends almost twice as
much per capita for highways as the
typical state, and ranks fifth in the
United States, even though real
expenditures per capita have declined
since 1969.
We spend less per person on welfare
than the typical state, but more than
our neighbors. And we rank very low
in hospital and health spending, fortyfirst among the states and (together
with North Dakota) well below the
U.S. average.
So, we are big spenders on public
schools and highways. If we spent at
the national average for those
purposes, our total spending per
person would be almost the same as
the U.S. average. But our state, with
its 820,000 people, maintains
approximately 550 school districts and
over 70,000 miles o f highways and
roads. The nation as a whole has
approximately seven times the
population per school district and five
times the population per mile of
highway. No wonder our cost per
person is high.
Per capita figures suggest
reasonably big spending overall. But
there’
s one more step we need to take;

that’
s to relate state and local
spending to income. Figure 2 shows
state and local expenditures as a
percentage o f personal income. For
the United States as a whole, state
and local spending was equal to over
18 percent o f total personal income in
1984. The Montana figure: 24
percent, or almost 6 points higher.
That’
s a significant difference.
Both Idaho and North Dakota
reported smaller percentages;
Wyoming was significantly higher.
But here comes the shocker: only
Alaska, New Mexico, and the District
o f Columbia in addition to Wyoming,
spent a larger percentage o f total
personal income. We were number
five in state and local spending as a
percentage o f income in 1984. One
reason, o f course, is that our incomes
are low. Per capita spending is about
12 percent higher than the United
States; our per capita incomes are
about 18 percent lower.
So — the answer to the first
question appears to be yes. Using
these measures, we are big spenders,
although not so big as our neighbor
to the south — Wyoming.

Table 2
State and Local Expenditures Per Capita
Fiscal Year 1984
(In 1985 Dollars)

All direct general
expenditures
Local education
Higher education
Highways
Public welfare
Health & hospitals
All other

Montana

North
Dakota

Wyoming

Montana’
s
Rank amonc
the States'

$1,764

$2,448

$2,535

$4,006

13

417
219
222
139
180
587

688
209
333
233
135
851

576
339
360
223
132
905

1,132
400
592
167
383
1,331

4
29
5
22
41
|

U.S.
Average

Idaho

$2,192
544
207
172
282
202
785

Source: Advisory Commission on Intergovernmental Relations,
Significant Featurea o f Fiscal FodonEtm . 1985-86 Edition.

Source: Advisory Commission on Intergovernmental Relations, Significant Features of Fiscal
Federalism, 1985-1966 Edition.
aRank among the 50 states and the District of Columbia.
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1The increases in mineral taxation and nontax revenue
during the 1970s made it relatively easy fo r state and local
governments to expand programs and services.99
Is Montana a High Tax
State?
These figures don’
t answer the
question as to whether we are big
taxpayers. Not all state and local
spending comes from tax revenue.
Let’
s turn now to how Montana state
and local governments finance the
services they provide. Are we a high
tax state?
Only about half the money spent by
Montana state and local governments
came from taxes in fiscal 1984 (figure
3). The other half came from current
charges (such as income on state lands
or university tuition), from
miscellaneous revenue (including
interest on investments), and from the
federal government.
And when we look at changes in
revenue per capita between 1969 and
1984 we see that most of the growth
in expenditures was fueled not by
taxes, but by increases in nontax
revenues and federal funds (table 3).

Charges and miscellaneous revenue
per capita tripled over the fifteenyear period, after adjustment for
inflation. Federal government funds
per capita were 53 percent higher in
1984. (Montana state and local
governments receive about 50 percent
more per capita from the federal
government than the typical state.
Much of the difference occurs in
highway funds.) Together, nontax
sources provided almost two-thirds of
the total increase in revenue. Tax
collections, on the other hand, were
up just 38 percent in real terms.
Nevertheless, total state and local
tax collections in Montana in fiscal
1984 amounted to approximately $1
billion, a lot o f money. T oo much or
not enough? That’
s a question I can’
t
answer for you.
But I can tell you how taxes in
Montana compare with those in other
states. And I can offer some insight
into such questions as: How do taxes
paid by Montana families and
households compare with taxes in
other states? Are property taxes high?
Individual income taxes? Business
taxes? And what about severance
taxes?

by the mining industry, including oil
and gas. And, o f course, they pay
other taxes as well.
The 46 percent of total state and
local taxes contributed by property
taxes compares to a U.S. average of
30 percent. Among our neighboring
states, only Wyoming relies as heavily
as we on the property tax. On the
other hand, we have no sales tax and
Wyoming has no income tax.
We have already noted that total
state and local tax collections per
capita increased 38 percent between
1969 and 1984, after taking inflation
into account. But this overall increase
hides some very great differences
among the various taxes. For
example, as table 4 shows, much of
the increase was paid by the mining

The tax structure

Table 3
Increases in State and Local Revenue Per
Capita, Montana
Fiscal Years 1969*1984
(In 1985 Dollars)
1969
Total general
revenue
State and
local taxes
Charges &
miscel
laneous
revenue
Federal
government

1984

$1,588 $2,675
955

1,313

------- Change------Am ount Percent
$1,087

68

358

38

267

804

537

201

365

558

193

53

Sources: U.S. Department of Commerce, Bureau of the
^ensus, Governmental Finances in 1968-69 and
Governmental Finances in 1983-84.

First let’
s look at the tax structure.
Property taxes have been the focus of
a lot of attention recently. Figure 4
illustrates one reason why: our heavy
dependence upon them. In fiscal
1984, they provided 46 percent of
M ontana’
s total tax revenue. Even
when net and gross proceeds taxes are
subtracted, property taxes amounted
to 37 percent of the total. Gross and
net proceeds taxes, as most o f you
know, represent property taxes on
mining and oil and gas properties.
Mill levies are applied either to gross
or net proceeds. Individual and
corporate income taxes accounted for
20 percent of total collections,
severance taxes for 14 percent, and a
host o f other taxes for the remaining
20 percent. It’
s worth noting also that
severance taxes and net and gross
proceeds taxes combined amounted to
23 percent of total tax collections.
That represents a heavy contribution
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Table 4
Changes in State and Local
Tax Collections
Per Capita, Montana
Fiscal Years 1969-1984
(In 1985 Dollars)

All taxes

1969

1984

$955

$1,313

$358

607

78

15

116

90

346

Am ount Percent
38

Property
529
Gross & net
proceeds
26*
Other property
taxes
503

491

-12

Income
Severance
Other

154
16
256

257
181
269

103
165
13

67
1,031
5

913

1,016

103

11

Total, less sev
erance and
proceeds
taxes

•2

Sources: U.S. Department of Commerce, Bureau of the
Census, Governmental Finances in 1968-69, Govern
mental Finances in 1983-84, and Montana Department
of Revenue.
'Fiscal 1970 figure.
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“Only when we include taxes \mid by businesses do property
taxes in Montana appear high. }9
and energy industries, in the form of
proceeds and severance taxes. Income
taxes per capita also increased
substantially. The taxes that did not
increase between 1969 and 1984 on a
per capita basis in constant dollars
were property taxes other than gross
and net proceeds.
The increases in mineral taxation
and nontax revenue during the 1970s
made it relatively easy for state and
local governments to expand programs
and services. They represented
significant sources of revenue not
directly paid by individual taxpayers.
If we assume that all or most of the
severance taxes are exported — paid
by purchasers in other states — then
the remaining state and local taxes
per capita increased only 11 percent
between 1969 and 1984, after
adjustment for inflation (table 4).
Since 1972, they have actually
declined. No wonder there was
relatively little public resistance to
increasing expenditures during the
1970s.

The overall tax burden
Now let’
s turn to the questions I
raised earlier. Is Montana a high tax
state? How do our total tax bills
compare? When we talk about
burdens and compare ourselves to
other states, we need to look at state
and local taxes combined. And,
again, it is proper to make
comparisons on a per capita basis, or
as a percentage of personal income.
We are not a high tax state in
terms of tax revenue per capita (table
5). The dollar amount per person
($1,313) was slightly below the U.S.
average in fiscal 1984. And, Montana
ranked in the middle — twenty-third
- among the fifty states. When
severance taxes in all states are
subtracted, Montana ranks thirty-first.
If gross and net proceeds could be
taken into account, we likely would
rank even lower. The figures were not
available to do that. So, to repeat, in
terms of per capita tax payments, we
are not a high tax state.
But when tax revenue is related to
income, the story appears to change.
As I noted earlier, we have become a
low income state. And that causes tax
18

Table 5
State and Local Tax Revenue
Per Capita
and as a Percentage of Income,
Fiscal Year 1984
(In 1985 Dollars)
Tax Revenue
per Capita
Am ount Rank*
U.S. av
erage
Idaho
Montana
North
Dakota
Wyoming

Tax Revenue
as a Percentage
o f Personal
Income
Percent Rank*

$1,397
982
1,313

—
47
23

11.7
10.1
12.9

43
9

1,374
2,579

20
2

11.5
20.9

24
2

Source: Advisory Commission on Intergovernmental
Relations, Significant Features of Fiscal Federalism,
1985-86 Edition.
'Among the 50 states and the District of Columbia.

revenue as a percentage of income to
be quite high compared to other
states. State and local tax collections
were equal to about 13 percent of
total personal income in 1984. That
put us ninth among the states.
Wyoming ranked number two, after
Alaska. Our other neighbors, Idaho
and North Dakota, were far below us.
But once again, if severance taxes are
subtracted from all states, M ontana’
s
rank drops, this time sharply — to
twenty-ninth among the states.
That’
s how the overall picture
looks. But it doesn’
t really provide
satisfactory answers to questions about
taxation in Montana. Taxes are paid
by families and individuals and by
businesses. So let’
s look now, as best
we can, at how tax burdens are
distributed among Montana families
and businesses. It’
s not a simple thing
to do, and there’
s a lot we don’
t know
about tax burdens.

The tax burden on individuals
and families
Is Montana a high tax state for
families? At the tax conference last
fall, the economists at MSU measured
tax burden in three ways: the
property tax on a single family home;
the individual income tax; and the
burden of a collection of taxes on a
“
representative”family. All these
methods measure only taxes paid
directly by the family or individual.
The U.S. Department of Housing
and Urban Development collects data
on property taxes and market values

o f single family homes with FHAinsured mortgages. Tax rates are
computed by dividing property taxes
levied by the market value of the
house. You may be surprised to hear
that these data place Montana
twentieth among forty-six states
surveyed and about 7 percent below
the national average in 1984. Thus,
the figures do not support the
contention that Montana property
taxes on families are high compared
to those in other states. Only when we
include taxes paid by businesses
(including net and gross proceeds) do
property taxes in Montana appear
high.
Nor do individual income taxes
seem out o f line. In 1984, total
individual income tax collections
amounted to 2.1 percent of total
personal income or $207 per capita.
That put Montana twenty-seventh
among the fifty states and D.C. with
respect to income taxes as a
percentage o f income and thirty-first
in per capita amount. On the
average, Montanans do not pay high
state income taxes compared to other
states. But our top bracket, at 11
percent for incomes over $44,000, is
one o f the highest in the country. It is
said to be a red flag for executives
and other higher income people
considering locating here.
O f course, separate figures on
property and income taxes don’
t tell
us anything about total tax burden.
The government of the District of
Columbia recently conducted a study
which estimated the total taxes that
would be paid directly, by a
“
representative family”in each of the
fifty states and the District.
The representative family in this
study is a two-parent, two-child family
with one wage earner. Five different
levels of gross income are compared,
ranging from $15,000 to $75,000.
Income consists of a combination of
wages, interest, and capital gains with
the mixture depending on the income
level. Each family is assumed to own
a home. A set o f itemized deductions
is assumed, including federal income
tax where allowed.
Taxes included were state and local
individual income taxes, real and
personal property taxes, general sales
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. . Approximately 80 percent o f all property taxes in
fiscal 1984 were levied on business and industry and
agriculture.99
and use taxes, various auto taxes, and
the gasoline tax.
The tax burdens for these
“
representative”families were
calculated for the largest city in each
state. In Montana, again, the city was
Billings. Results for Montana ranged
from taxes equal to 5.8 percent of
income for the lowest income level to
7.8 percent for the top income level
(table 6).
According to this report, Montana’
s
tax burden on families is well below
the typical state at every level of
income, with rankings ranging from
thirty-fourth to forty-first. These
measures o f tax burden have their
limitations. Not everyone lives in a
single family home in a city. Not
every worker is a wage and salary
employee. Not every family has two
children. In Montana, Billings
property tax levies are lower than
those in some other cities.
Nevertheless, the comparisons suggest
that Montana’
s direct tax burden on
families is below the U.S. median
(among the lower half o f the states) at
every income level. Montana is a high
tax state in terms of total taxes levied,
but taxes on families are not high
compared to other states.
This suggests that business and/or
agriculture must be paying higher
taxes here.
Unfortunately, there is just no
information available to compare
taxes paid by Montana farmers and
ranchers with those in other states.
We have to pass on that one.

Table 6
State and Local Tax Burdens,
Representative
Montana Families, 1984
Gross Income

Taxes as a
Percentage
o f Income

Rank among
the States

$15,000
25,000
35,000
50,000
75,000

5.8
6.3
7.0
7.6
7.8

41
38
36
35
34

Source: Government of the District of Columbia, Tax
Rates and Tax Burdens in the District of Columbia: A
Nationwide Comparison, June 1985.
Notes: Rank among the 50 states and the District of
Columbia. Montana data are for Billings families.

The tax burden on business
The information on business taxation
is sketchy. Comparisons among states
are difficult. But let’
s look at the
information we have.
First of all, in looking at business
taxes in Montana, it is useful to
divide businesses into resource and
nonresource industries.
There’
s no doubt taxes on certain
natural resource industries are high.
A 30 percent coal severance tax is a
high tax. No other state has one so
high. As we noted earlier, severance
taxes and proceeds taxes from all
resource industries accounted for 23
percent of total state and local tax
collections in 1984. But businesses are
subject to a wide variety o f taxes,
which vary from industry to industry
and state to state.
The McKinsey Report to the
Montana Economic Development
Project — done in 1982 — compared
state taxes paid by all types of
businesses in seven western states in
1980. The states were Montana,
Wyoming, North and South Dakota,
Colorado, Idaho, and Utah. The
taxes included were corporate income
taxes, severance and producer taxes,
utility and insurance company taxes.
All other state taxes were considered
to be consumption taxes — paid
directly by the consumer.
There are some problems with a
comparison of this kind. In order to
discuss total tax burdens, local taxes
(including property and proceeds
taxes) should be included. Also, a
good many taxes collected by
businesses are passed on — at least in
part — to their customers. If the
industry sells its product in Montana
and is able to pass the tax on, then it
is paid by Montana consumers.
Still, Montana stands out as a state
heavily oriented toward business or
production taxes. Some 35 percent of
total state tax collections in 1980 were
levied on businesses. The percentages
for the other states ranged from 6
percent in South Dakota to 29 percent
in Wyoming, where severance taxes
also are important. When severance
taxes were excluded, Montana still
ranked at the top, with 17 percent of
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total state tax collections coming from
business. The percentages for the
other states ranged from 2 percent in
Wyoming to 13 percent in North
Dakota. This suggests that taxes levied
by state government on nonresource
industries as a whole may also be high
in Montana. But it is hardly the
definitive report on business taxes in
the state. It does not include property
taxes and it tells us nothing about
comparative tax burdens among
different industries.
According to a recent report of the
state Revenue Department,
approximately 80 percent of all
property taxes in fiscal 1984 were
levied on business and industry and
agriculture, and only 20 percent on
nonfarm residences.
Property tax burdens vary by
industry. This is partly because
Montana has a unique property
classification system. There are
nineteen classes o f property, and
taxable value as a percentage of
market or assessed value varies from 3
percent to 16 percent among the
classes. For example, the taxable
value of residences is equal to just
under 4 percent of market value. For
mining and manufacturing
machinery, the taxable value is equal
to 11 percent o f market value. For
large trucks and trailers, the ratio is
16 percent.
A number of manufacturing firms
have made public statements recently
concerning their property taxes. The
Columbia Falls aluminum plant says
that its fixed taxes (mostly property)
per ton of capacity are roughly twoand-one-half times the average for
other aluminum plants in the
Northwest. Western Sugar Company
says property taxes at its Billings plant
range from three to five times higher
per unit of slicing capacity than
plants in other states. And Stone
Container Corporation says its total
tax bill (including property taxes) per
ton o f capacity in Missoula also range
from three to five times the rate in its
other plants. Property taxes, of
course, do not vary with production,
price, or profitability. They are a
fixed cost.
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. . The heavy dependence on resource industries, which
kept tax revenues pouring in during the 1970s, clearly has its
downside.9
On the other hand, property taxes
do not represent the total tax burden
for business. We need to know more
about total taxes paid by various
industries in Montana and other
states.

Final Thoughts
The question of whether taxes are
high in Montana can be only partially
answered. Montana families and
individuals overall are not heavily
taxed compared to families and
individuals in other states. Indeed, the
tax system appears to be heavily
weighted toward production (or
business) taxes. It is clear that taxes
paid by some resource industries are
high. Property taxes are high for some
industries but there is not sufficient
information to compare overall tax
burdens on various industries in
Montana and other states. And we
know very little about taxes paid by
agriculture.
The whole question o f how taxation
has affected the Montana economy
needs more attention. Have resource
and property taxes hindered new
development? Do they make it more
difficult for Montana firms to
compete? There is reliable evidence in
some cases (in particular coal) that
they do.
The question is of more than
philosophical importance, because the
resource industries which we have
chosen to tax very heavily make up a
large part o f our economic base. As
basic industries selling their products
out of state, they are largely
responsible for the overall
performance of the Montana
economy. If state and local tax
policies make it more difficult for
resource and other basic industries to
compete in world and national
markets or to expand their markets,
then that should concern us all.
In terms of fiscal stability, the
heavy dependence on resource
industries, which kept tax revenue
pouring in during the 1970s, clearly
has its downside. In recent years,
taxes paid by these industries have
declined with production and prices.
There isn’
t much likelihood they will
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return to previous levels anytime soon.
At the same time, other tax and
nontax revenue sources are stable or
declining, reflecting overall economic
conditions.
But the hard questions of financing
government have to be addressed
whether or not we have all the
information we’
d like. Are we going
to cut expenditures further? Are we
going to use coal tax revenue? Are we
going to raise taxes — quite possibly
on families and individuals? Should
we have a sales tax? Are we concerned
about taxes which may be affecting
the competitive position of Montana
businesses?
These are questions which the
present legislature will either finally
address and decide, or perhaps
postpone till another session. I hope
this article will help you determine
how you feel about them.

Mining,
Montana, and
the Future:
A Case Study
o f the Montana
Tunnels Project
JOHN S. FITZPATRICK
Montana Tunnels manager o f
administration John Fitzpatrick
presented a look at the new
Montana Tunnels gold mine near
Helena. His remarks provided a
glimpse o f modern-day gold
mining and an account o f the
startup procedures and costs of
locating a new natural resource
operation in Montana.

T

he other presentations at these
seminars discussed the changes
that have been taking place in various
industries throughout the state of
Montana. Some things in Montana’
s
economy never seem to change,
however. My presentation is testimony
for that. Montana got its start during
the gold mining booms of the
nineteenth century. My presentation
will tell you about a new gold mining
operation in the state.
Montana Tunnels is an open pit
gold, silver, lead, and zinc mine that’
s
located in Jefferson County,
approximately twenty-five miles south
o f Helena. The project is owned by
Pegasus Gold Corporation. Pegasus is
a company that has Canadian origins
but is fundamentally American in
terms o f its ownership. Pegasus is

Within the United States, Montana has a very small share
of gold production. Nevada is the single largest producer
headquartered in Spokane,
Washington. At the present time, the
company has four operating
properties, including Montana
Tunnels, which will go into operation
in March. We have two other mines
that have just come on board, in
Nevada — Florida Canyon and Relief
Canyon. Our flagship operation is the
Zortman Landusky mine. It is located
in southern Phillips County, about
fifty miles south o f Malta and about
ninety miles northeast o f Lewistown.
Zortman Landusky began operation
in 1979 and it has been the basis of
the company’
s growth to the present.
But the real factor that drives Pegasus
can be summarized in one word —
gold.
Up until the early 1970s, the price
of gold in the United States was fixed
at $35 per troy ounce. Then the
federal government decontrolled the
price and the price began to increase.
In 1980 the average price o f gold was
over $600 per ounce. It subsequently
fell back and currently is about $400
per ounce. That’
s had a major impact
in terms o f stimulating new
production, particularly in the United
States and other Western nations,
such as Canada and Australia.
Up to 1980, worldwide gold
production was very stable. It
remained at the 38 to 40 million troy
ounces per year range, and then
began a slow escalation. In 1985,
production went over 48 million
ounces, and the current forecast is an
increase to 50 million ounces, during
1986.
Some of that increased production
is taking place in the United States. If
you look, though, at gold on a
worldwide basis, the Republic of
South Africa is by far the world’
s
largest producer o f gold. Its
production, in terms of ounces, has
been very constant over the last
decade, in the 20 to 21 million ounce
range, but its share of worldwide
production has been steadily
decreasing. Interestingly enough,
Russia is the second largest producer
of gold; they produce approximately 8
to 10 million ounces o f gold annually.
The United States, in comparison, is a
comparatively small producer, only
about 5 percent o f total production,

or a little over 2.5 million ounces.
Within the United States, Montana
has a very small share o f gold
production. Nevada is the single
largest producer; about half o f the
production in the United States comes
from Nevada. Montana’
s production
o f about 160 thousand ounces is from
two mines — the Golden Sunlight
mine near Whitehall which is a
property owned by Placer U.S., and
the Zortman Landusky mine.
Montana makes up about 6.5 percent
o f the production in the United
States, and ranks fourth.

Montana Tunnels: History
The Montana Tunnels project is in
Jefferson County, about twenty-five
miles south o f Helena and forty-five
miles north o f Butte. It’
s about five
miles west o f Interstate 15 at Jefferson
City. The property itself is not visible
from the highway, but because of its
proximity to the highway, we have
excellent transportation. The mine
itself is located in what’
s known as the
Corbin-Wickes or Colorado mining
district. There are several old mines
in the area. Those mines date back
into the 1860s, and operated
intermittently between about 1864
and 1900. From 1900 until the
present there has been comparatively
little mining activity in the area. The
area has a number o f old mine
dumps, abandoned shafts, and
leftover buildings. There were three
smelters in the area, the first built in
1867. The railroad did not reach this
area until 1883.
The Alta mine is located just one
mile east o f our property. The Alta
was one o f the premier silver
producers in the history o f Montana.
According to the U.S. Bureau of
Mines, between 1883 and 1892 this
mine produced $32 million of silver.
That was at a time when silver sold
between $0.75 and $1.25 per ounce.
Ore grades routinely ran 200 to 400
ounces of silver per ton. Today, high
grade silver is 20 ounces per ton.
Wickes supported a population of
1,500 to 2,000 people near the turn of
the century. Wickes also had a
smelter, which was damaged by fire in
1895. Its owners relocated it in East
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Helena, and subsequently it became
the ASARCO smelter that is operating
today.

Development: Step by step
A project like Montana Tunnels goes
through a very long development
process. For example, many o f you
are aware o f ASARCO’
s mine near
Troy, Montana. That particular ore
body was first discovered in the 1930s,
but was not brought into commercial
production until the 1980s. Montana
Tunnels has a similar story. The ore
body was identified in the late 1800s,
s taken a full eighty-five years
but it’
before it became commercially viable.
Ten general steps are necessary to
identify a mineral property and bring
it into production. The first part is
exploration: locating a prospect,
delineating the size and the quality of
the ore body, and metallurgical
testing to determine whether or not it
is possible to extract mineral from the
ore. Next is a conceptual plan for the
development, which includes a
financial feasibility plan. If, at that
point, the developer feels the prospect
can be brought into production, the
next step is to complete environmental
studies and the permit process. Then,
the project goes to engineering design,
construction, and finally into
commercial operation.
Montana Tunnels has almost
reached the last step. But to get there
we went through an extensive amount
o f work. The ore body was extensively
drilled and assayed between 1975 and
1983. T o examine the ore body, more
than twenty-four miles o f holes were
drilled between 1975 and 1983.
Pegasus did not do that alone. Several
other companies had ownership or
options on the property, including
some o f the larger gold mining
companies in the United States.
Drilling out an ore body is extremely
expensive. Our lowest cost holes were
$7 per foot and ranged up to $15 per
foot. So, before a mine ever gets to
the permit stage, there’
s a tremendous
outlay in terms of exploration costs.
Montana Tunnels is located on an
old volcano. Geologists think that this
volcano was formed about fifty
million years ago. Our ore body is
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*I f the price o f gold continues to escalate, it ’
s possible fo r
this mine to run many more years than originally
projected.99
distinctly different from the other
mines in the area. Those mines go
back about sixty million years and are
high grade lead-silver deposits. Our
deposit is a very low grade zinc
deposit with additional values from
gold, silver, and lead.
One o f the important characteristics
of our ore is its relative softness -111
you can practically crush it in your
hand. Another thing that’
s important
about the ore is that it is very clean.
There are almost no contaminants.
The ores from the surrounding mines
have very high levels o f arsenic and
cadmium, both o f which are
hazardous and very difficult to
manage in an environmental sense.
Our ore has almost no arsenic or
cadmium. Therefore, Montana
Tunnels will not have to deal with the
same degree of environmental control
that other mines have.
The Montana Tunnels ore body is a
very low grade deposit. It averages
only 27 one-thousandths of an ounce
of gold per ton. It takes 40 tons to
come up with one of those
Krugerrand-sized pieces of gold. We
average a little bit over a half-ounce
o f silver per ton, three-tenths o f 1
percent lead, and seven-tenths of 1
percent zinc. So far we have
delineated a resource of just about
140 million tons.
In our initial mine plan we are
planning to mine 41 million tons over
t
a ten- to twelve-year period. We don’
know the total size of the ore body at
present. We have drilled it to 1,000
feet and the mineral is still there. It
could be there at 10,000 feet. What
will determine the length of this
project is economics and not the ore
availability. As we go deeper with an
open pit, we have to go wider, and as
we go wider we have to move more
waste rock. If the price o f gold
s possible for
continues to escalate, it’
this mine to run for many more years
than the ten to twelve years originally
projected. If, however, the price were
to be constant, we would more than
likely have to stop mining in about
year ten.

22

The permit process

Design and construction

Next we’
ll discuss the permit process.
When a company determines that it
has a project that can be developed, a
very extensive process of
environmental review must be
completed. These studies are
submitted to the state and applicable
federal agencies, who then draft an
environmental impact assessment. The
Montana Tunnels project covered
thirteen different topic areas in these
environmental studies. I joined this
project as a consultant, and was
responsible for the socio-economic
portion of the study. The remaining
work was done by consulting firms,
principally in Helena, but also in
Butte.
T o complete the permit process, we
completed several book-length studies.
The basic state permit was nine
volumes long and cost the company
about $900,000 to prepare. The
company also paid the state another
$105,000 to write the environmental
impact statement, which comprised
two additional volumes. An additional
document included the hard rock
mine impact mitigation plan that I
prepared. That document described
the com pany’
s proposal for mitigating
adverse social and economic impacts
in Jefferson County.
The key number in this entire
process is not the $900,000 that we
spent to prepare the environmental
studies, because many companies have
spent much more. The key word for
us is twenty-three months. That was
the time that it took from the start of
the environmental assessment process
until we received our final permit.
That’
s a record for speed in the state
of Montana for a project o f this size.
Most mines of this type or this size
cannot be permitted in the state of
Montana in less than three and onehalf years. If there are court
challenges it can extend the time
period indefinitely.

We received our permit on February
20, 1986. Construction began on
March 3. By May we were putting in
foundations. Preproduction stripping
had started in the mines with the
removal o f topsoil in May. We started
to put up steel for the concentrator
building in June. On September 27 we
occupied the administration building.
We enclosed the concentrator and
began the installation of mechanical
equipment.
The metallurgical process that is
being used at Montana Tunnels is not
particularly new. We are using a
conventional sulfide flotation process
very similar to what is used in Butte.
What has changed, however, is the
technology. The equipment is much
bigger and more efficient. We can
move larger quantities of ore at lower
costs and that’
s what makes a project
like this feasible.
Our tailings design is unique.
Instead o f a slurry system similar to
that used in the Butte-Anaconda
area, where they simply pumped out a
slurry of ground up rock with water,
we’
re using a system called subaerial
deposition. We sealed the bottom of
the tailings disposal area with
bentonite. Bentonite is a natural clay.
It swells when it gets wet, and it
makes an impermeable seal.
T o install the bentonite, we first
removed the topsoil. Then the subsoil
was mixed with bentonite and
compacted in the tailings basin. The
bentonite liner is designed to do two
things: first, waste water will not
percolate into the groundwater system
and contaminate it, and second, we
can recover as much o f the water as
possible. This plant is designed as a
zero discharge plant. We happen to
be in a water-short area, so we will
try to recover every gallon of water
that we can that comes through the
plant.
Ultimately our tailings embankment
will reach about 280 feet in height
and it will be filled in behind with
tailings. We will spread the tailings
out over a very wide area through a
shallow flow of water pumped
through a series of drain pipes located
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We happen to be in a water-short area, so we will try to
recover every gallon o f water that we can that comes through
the plant.99
around the perimeter o f the tailings
basin. With this system, the solids
collect on the bottom and the water
decants off the top — very much like
a sandbar being built up at the
mouth o f a creek.
The advantage of this system over
conventional slurry tailings disposal
methods is a more efficient water
recovery and compaction o f the
tailings. You can move equipment on
it, or walk on it, or anything else you
might need for future reclamation.
Tailings ponds like those in Butte and
Anaconda contain a great deal of
water, and it takes many years for
them to dry out.
In May 1986, our mine contractor
began assembling its equipment at the
mine site. They are using Caterpillar
equipment, including 85-ton haul
trucks. The trucks list for $485,000
apiece, without tires. A set of tires for
these vehicles costs $23,000. The pit,
when it’
s fully developed, will be
about 3,000 feet across and about 600
feet deep in the middle.
So far the mine contractor has
moved about four and one half
million tons. When we’
re in full
operation we’
ll be moving about 16
million tons annually. The pit will
operate on a five-day, two-shift basis.
On a daily basis, then, we’
ll be
moving around 60,000 tons of
material, of which 12,500 tons will be
ore. The process plant will operate on
a twenty-four hour, seven-day basis.
We anticipate our average annual
production to be 106 thousand ounces
of gold, 1.7 million ounces of silver,
5,700 tons o f lead metal, and 25,800
tons of zinc metal. Based on 1984
production, Montana Tunnels would
rank eighth among American gold
producers.

Employment and costs
Our investment in our process plant is
$51.5 million. And the initial
investment in mine equipment will be
$6 million. The mining contractor
will be adding equipment over the
next two years. The ultimate
investment will be close to $65 million
by the third year of production. W e’
re
looking at an annual payroll,

including our company and our mine
contractor, o f about $6.6 million.
Purchases of goods and services will
total about $24.5 million per year. A
large part o f that, or course, will be
for process chemicals and equipment
that we use in the mill, but a great
deal will also be spent locally.
In terms o f employment, we
anticipate that the process plant will
have 81 people. Contracted services,
which are principally mine operations,
will add another 75. So when we start
production in March, we expect about
156 people on the payroll. By the
third year o f production, estimated
employment will be about 200. Again,
this increase will be due to the mine
contractor adding equipment. As the
pit gets larger, it’
s necessary to add
equipment because o f the increasing
haul distance for the trucks.
We will be paying property taxes
based on two components: (1) our
process plant and mine equipment,
and (2) the value o f the mineral
production, under the gross proceeds
tax. The latter will vary with the
shifts in the prices o f metal. We
estimate our property taxes will range
from a low of $400,000 up to a little
over $1 million. That range reflects
the Montana property tax
classification for the first three years if
we qualify as new industrial property.
We also pay taxes for metalliferous
mines to the state o f Montana, a
resource indemnity trust, and a
corporate income tax based upon
profitability.
An important part o f the com pany’
s
philosophy is its emphasis on using
local labor, local suppliers, and local
involvement. Initially, that means
doing as much business as possible in
Helena and Jefferson County,
provided that we can obtain the
services we need under reasonably
competitive conditions. We also,
however, have placed a great deal of
emphasis on trying to do business
within Montana. And so when we
speak about local involvement, I guess
we are talking about the entire state
of Montana as well as the HelenaJefferson County area.
We set a target o f hiring 80 percent
o f our employees locally; that is,
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within fifty miles o f the mine. During
contract negotiations with the local
labor unions, we enlarged that to
include the six counties that more or
less made up their territory. W e’
ve
hired 77 percent o f our employees
from that area. The other 23 percent
are from outside the immediate area.
Some have come from other parts of
Montana, and some from other states.
These individuals are principally
senior managers and technical
personnel. Our local employees have
come from four counties: Deer Lodge
(Anaconda), Jefferson, Lewis and
Clark, and Silver Bow. We have a
much higher percentage o f people
from Lewis and Clark and Jefferson
counties than we originally
anticipated. Part of the reason is that
when mining resumed in Butte, many
o f the people that had applied for
jobs with us were no longer available.
One thing we did with our
construction process was to hire a
construction management company
and divide the construction o f the
project into a series o f small
subcontracts. We did that for two
reasons. We thought we would get a
much better price on a competitive
bid basis than if we hired one
construction company to do the entire
job. We were not wrong in that
estimate. The bidding process alone
eliminated or reduced our capital cost
estimate by $6 million. The second
reason was that we wanted Montana
firms to have a competitive advantage
or at least a competitive shot at
landing some o f the contracts.
We have issued thirty construction
contracts — twenty-four o f which
went to Montana firms. Jefferson and
Missoula counties were the big
winners. Almost $7 million of
construction contracts went to
Missoula firms. Jefferson County firms
will do a little over $5 million.
Gallatin County contractors will do $4
million, and Lewis and Clark and
Yellowstone counties between $1 and
$2.5 million each. Deer Lodge County
firms will do between $250,000 and
$1 million, and then Silver Bow,
Cascade, and Hill County contractors
were awarded up to $250,000 worth
o f contract work.
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£*Our investment in Montana Tunnels will be in excess o f
$300,000 per jo b created,.33
In terms o f local purchases, we
have compiled a list o f all the firms
we’
ve patronized in Lewis and Clark
and Jefferson counties. It’
s an
extensive list — 131 firms — and
contains names that might seem odd
— not names that you’
d necessarily
expect to be associated with a mining
company. For example, we spend a
lot of money on things such as
restaurant meals and physicians’
services for pre-employment physicals
and to monitor environmental health.
We purchase legal services. We also,
o f course, buy large quantities of
hardware, gasoline, office supplies,
and other equipment. In nine months
these nonconstruction incidental
expenditures totalled $650,000.

The future of mining in Montana
Now I’
d like to make a few
observations about the future of
mining in Montana. Montana Tunnels
in some sense reflects a lot of what’
s
happening with the industry and what
can happen in Montana.
If you take a look at the history of
mining in Montana, and where it is
today, you see an industry that’
s been
completely restructured. Historically,
mining was the integrated mining
smelting-refining complex that was
exemplified by the Anaconda
Com pany’
s operations in Butte,
Anaconda, and Great Falls. That
particular model is gone. It will
probably never be replaced.
In the future, mining in Montana
will include the development of
mining properties that are small or
medium sized. Right now, the largest
single metal mine in Montana is
ASARCO’
s Troy mine, with about
350 employees. Smelting probably will
be a static industry, very unlikely to
expand. Future mining activities will
more than likely be very much like
Montana Tunnels — where we
produce an intermediate product and
then ship it out of the state for
refining. O f course, the “
value added”
by manufacturing, be it smelting,
refining, or ultimately fabrication —
will be done outside of the state,
either elsewhere in the United States
or outside the country.
In large part, that shift is a
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reflection of what’
s happened in the
United States as a whole through
pollution-control legislation of various
types. Both federal and state
standards in Montana are very
difficult for a smelting operation to
achieve. The end result, especially for
the nonferrous metals industry, is the
slow elimination of smelting and
refining capacity. So many of the
products that we used to produce
domestically will ultimately go out of
the United States for refining.
The second thing signified by
Montana mining and by the Montana
Tunnels project is that growth in the
industry is going to be based on
precious metals, principally gold, but
also platinum and, to a lesser degree,
silver. Base metals are in a very
difficult position because worldwide,
the United States is a high-cost
producer.
There are some exceptions. At the
present time, Phelps-Dodge
Corporation in Arizona has been able
to become profitable again by slashing
its copper production costs to the
$0.50-$0.60 per pound range. When
the Anaconda Company closed down,
its production in Butte was costing
over $1 per pound. The prospects for
base metal are doubtful because of
the low prices and because of the low
quality o f the ore.
The Montana Tunnels gold mine is
typical o f ore deposits in the United
States. It is a very low grade deposit.
Because of the low grade o f most
domestic ores and the need to meet
extensive pollution-control
requirements that add to production
costs in the United States, domestic
mining must be extremely efficient.
It’
s capital-intensive to the greatest
degree. Our investment in Montana
Tunnels will be in excess of $300,000
per job created. On any given shift,
our large plant will be operated by
only ten people — one o f whom is a
foreman, and two of whom are
mechanics. That contrasts very
radically, for example, with the old
operations in Butte and Anaconda
that were very labor intensive. W e’
ll
never see a mining industry in
Montana that will employ the
numbers o f workers that was the case
in Butte and Anaconda.

A final item o f interest is the fact
that Montana mining is changing in
terms o f its geographic distribution.
At the present time, believe it or not,
Lincoln County (Libby and Troy) has
the largest number o f mine employees
in the state o f Montana. It exceeds
Silver Bow County. And the new
projects that are being developed are
outside o f the Butte area. There is the
Stillwater Mining Company, south of
Columbus in Stillwater County. Our
project is in Jefferson County. The
Montana Power subsidiary, Western
Energy, is in the process of looking
very seriously at a development in
Broadwater County. There is a great
deal of exploration for gold,
particularly in Granite and Deer
Lodge counties, and two large silvercopper mines are being considered in
Sanders County. If developed, they
will have a very positive effect on the
local trade area and the state’
s
economy.
One of the things that the mining
industry needs in Montana is public
support. Mining companies must
operate within a strict regulatory
environment. Last year, 23 percent of
all state and local taxes were paid by
the minerals industry. In comparison,
the industry accounted for only 1.5
percent of total employment
statewide. When the employment base
is that small, an industry’
s political
base is equally small. Also, much of
the reason that Montana has high
taxes on minerals is the legacy of
distaste left by the Anaconda
Company. But it’
s also a reflection of
the political impotency o f the
industry. It is highly segregated and
has not been able to articulate its
voice very well in public forums.
I hope that as our project comes on
line Montanans will learn more about
mining. I hope that as their
experiences with mining companies
are more positive, there will be more
support in the public sector. As
Maxine Johnson pointed out in her
presentation, mining is one of the
bright spots in our economy right
now.
□
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THE
MOmflMfl
POLL
The Montana Poll is cosponsored by
the Great Falls Tribune and the Bureau
of Business and Economic Research,
University of Montana. The quarterly
Poll, conducted by the Bureau and
directed by Susan Selig Wallwork, is
based on a minimum of 400 telephone
interviews with Montanans aged
eighteen and older. The interviews are
conducted by Bureau interviewers from
its offices on the University campus in
Missoula. Telephone numbers are
randomly generated by computer, using

Montana Consumer
Index Drops
MARY L. LENIHAN

T

he Montana Index of Consumer
Sentiment dropped to its lowestever figure in December. The primary
factor in the decline was Montanans’
increasingly pessimistic outlook for
their own and the state’
s short-term
economic prospects.
The index, compiled by the
University o f Montana Bureau of
Business and Economic Research in
conjunction with the Montana Poll,

the Bureau’
s random digit sampling
program, and the interviewers then use a
second random sampling procedure to
select the person in the household to be
interviewed. This procedure eliminates
interviewer choice in selecting the
respondent and assures selection of a
representative sample.
Distribution o f the sample based on
age, sex, residence, employment status,
and income compare favorably with
available data on the state population
and, thus, the Poll results are considered
to be representative of Montana’
s actual
adult population.
As with all sample surveys, the results
of the Montana Poll can vary from the
opinions of all Montanans because of
chance variations in the sample. With a
minimum statewide sample of 400, the
overall results are subject to a margin of
error of five percentage points either
way, 95 percent of the time, because of
chance variations. That is, if one talked
to all Montanans with phones during
the survey period, there is only one
chance in twenty that the findings would
vary by more than five percentage points.
Findings for smaller groups of
respondents within the overall sample
(subsamples based on age, sex, residence,
income, etc.) are subject to a somewhat
higher margin of error, which would
vary depending on the size of the
respective subsamples.
Of course, Montana Poll results could
also differ from other polls because of
differences in the exact wording of
questions, different interviewing
methods, and differences in when the
interviews were conducted.
dropped to 92.1 in late 1986 (see
figure 1 on page 13).
The index, a mix o f five questions
asked o f Montanans every six months,
had reached an all-time high of 119.5
in December 1983 as Montana
recovered from the recessions of the
early 1980s. The base figure of 100
was established in the initial index in
late 1982, at the tail end of the
recessionary period.
The previous all-time low was
recorded a year before. The index
rebounded somewhat in mid-1986,
but the bad economic news about
Montana over the past six months,
coupled with continued low oil prices
and a resulting economic slowdown in
eastern Montana, apparently
negatively affected consumer
sentiments.
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Bureau researchers reported that
the decline may not be a portent o f
drastically reduced consumer spending
or an economic downturn in general.
The index was just slightly lower than
that o f a year earlier, and could mean
that Montanans expect 1987 to be
similar to 1986, a year o f sluggish
growth but no severe downturn.
Two national consumer measures,
one compiled by the University of
Michigan and one by the Conference
Board, have shown a similar trend. As
the national economic recovery period
has lengthened, expectations for
further improvement have diminished.
Downturns in these national measures
have been less pronounced than in
Montana, as consumer sentiments
from especially prosperous regions of
the nation have offset more negative
sentiments from other areas.
More than 400 adult Montanans
were questioned by telephone in early
December for the Montana Poll,
which is co-sponsored by the Great
Falls Tribune. The index also includes
the responses o f 200 additional
interviews, conducted in midDecember.
The index measures changes in how
Montanans view consumer markets,
their own economic prospects, and the
short- and long-term outlook for
M ontana’
s economy. Those polled
were also asked some additional
questions, but those results, discussed
below, are not included in the
calculation o f the index.
The major reason for the recent
drop in the index was Montanans’
lack of confidence in the state’
s —
and their own — economic prospects.
Three years ago, for example, almost
half said they were positive about
M ontana’
s short-term prospects (table
1). That proportion slipped to 36
percent in 1984, and dropped
considerably to only 21 percent a year
ago.
In December, only 19 percent had
a positive outlook about M ontana’
s
economy in the coming year. Sixtyone percent expressed a negative
outlook. All respondent groups
registered similarly negative opinions,
although those living east o f the
Divide were more pessimistic (17
percent positive) than western
Montanans (24 percent positive).
Paradoxically, Montanans’outlook
for the state’
s long-term economy
actually brightened in December as
compared with June, but not enough
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to offset the decline in the short-term
outlook. Those living in the state’
s
more rural areas, outside the state’
s
most populous counties (Cascade,
Flathead, Gallatin, Lewis and Clark,
Missoula, Silver Bow, and
Yellowstone) were less positive (23
percent) about the long-term outlook
than were those from the more
populous areas (33 percent).
December also saw a slide in

Montanans’own personal economic
expectations (table 2). When asked
how they expected to be doing
financially in a year, only 23 percent
said they expected improvement. This
was a drop from the mid-year figure
of 28 percent, and was the lowest
figure ever recorded on this question.
On the other hand, only 13 percent
said they expect to be worse off next
year. The remaining 59 percent said

Table 1
Montanans’ outlook for the state
economy overall. . .

Positive

Negative

19%
24%
21o/o
24%
36%
41%
49%
46%
330/o

610/0
570/0

29%
25%
28o/o
270/o
40%
350/o
390/o
360/o
370/o

56%
57o/o
54%
52o/o
42o/o
48%
41%
39%
44%

. . . during the next twelve months
December 1986
June 1986
December 1985
June 1985
December 1984
June 1984
December 1983
June 1983
November 1982
. . . during the next five years
December 1986
June 1986
December 1985
June 1985
December 1984
June 1984
December 1983
June 1983
November 1982

63%
51o/o
370/0

38%
27o/o
30o/o
45%

Don’t Know
or Other
20%
19%
16%
25o/o
27%
21o/o
240/0

23%
22%
16%
17%
18%
21%
18%
17%
200/o
25%
18%

Note: Percentage detail may not add to 100 because of rounding.

Table 2
Montanans’ personal financial outlook
a year from now . . .
December 1986
June 1986
December 1985
June 1985
December 1984
June 1984
December 1983
June 1983
November 1982
December 1981

Better
230/0

28o/o
270/0

30%
36o/o
32o/o
36%
33o/o
340/o
26%

Montanans’ personal financial situation
now, compared to a year ago . . .
December 1986
June 1986
December 1985
June 1985
December 1984
June 1984
December 1983
June 1983
November 1982
December 1981

30%
30%
28%
32%
35%
36%
39%
34%
29%
20%

About the
Same
59%
51%
51%
54%
48%
49o/o
47%
52%

Worse

47%

13%
13%
15%
12%
12%
12%
10%
9%
14%
22%

34%
350/6
40%
37%
37%
37%
35%
39%
39%
56%

34%
34%
32%
30%
27%
25%
25%
26%
32%
23%

440/0

Note: Percentage detail may not add to 100 because of rounding and omission of
miscellaneous responses.
Montana Consumer Index Drops/Mary L. Leruhan

they felt their household financial
picture would be similar to what it
was in 1986. This underscored Bureau
researchers’claim that the index
indicates Montanans expect 1987 to
be similar to 1986.
Younger Montanans questioned —
those between the ages o f eighteen
and thirty-four — were more likely
to express a positive short-term
personal outlook (36 percent,
compared with 16 percent over age
thirty-five). Geographic location and
other factors made no difference.
Brightening the picture somewhat
was that 30 percent of those
questioned said their economic picture
had actually improved during 1986.
This proportion has remained
relatively unchanged for the last
eighteen months. About a third said
they did as well in 1986 as they did
the previous year. The remaining
third said their financial situation had
worsened. Most likely to report being
better off were Montanans between
the ages o f eighteen and thirty-four
(43 percent, versus 23 percent o f those
over age thirty-five).

Retail sales
Also contributing to the decline in the
index was a diminished proportion of
Montanans expressing a positive
outlook for buying major consumer
items (see table 2 on page 14). These
include items such as furniture, major
appliances, and television sets.
Those polled were asked if the next
six months would be a good time or a
bad time to buy. Half said it would
be a good time. That number was
down from the mid-year figure of 54
percent, when it upturned slightly
from the previous December. The
relatively smaller proportion shows a
continuing trend since mid-1984,
when the all-time high of 61 percent
was recorded.
Also significant was that 30 percent
said it was a bad time to buy major
appliances, an increase over the June
figure of 23 percent. This may suggest
consumers’reluctance to spend savings
or incur additional debt.
This consumer outlook was shared
by most Montanans, though by
comparison those living in the areas
outside the most populous counties
were again more likely to express a
negative outlook (35 percent; 25
percent o f those in the seven most
populous counties expressed a negative
outlook).

Home and auto sales
In addition to the questions used in
the index, those polled were also
asked whether 1987 would be a good
time or a bad time to buy a home or
a car (also on table 2 on page 14).
These consumer attitudes are not used
in the calculation o f the index.
Despite the downturn in the index,
Montanans had a very favorable
outlook about the housing market.
Continued lower mortgage interest
rates no doubt were a factor.
The mid-1986 index registered the
rosiest-ever homebuying sentiments,
with three-fourths saying the coming
twelve months would be a good time
to buy. In December that figure
slipped, but not by much, to 69
percent. This was still a considerably
higher proportion than has been
recorded in almost every earlier
Montana Poll.
Again, most Montanans shared this
view, though male Montanans were
even more positive than females (74
percent as compared to 64 percent),
as were residents o f the more
populous counties (74 percent versus
63 percent).
Sentiments toward the automobile
market, also not included in the
index, nosedived in December to 49
percent, down from an all-time high
o f 61 percent in mid-1986. There was
a corresponding increase in those
expressing a negative outlook, from 21
percent in June to 34 percent in
December. Undoubtedly the flurry of
car sales due to drastically reduced
loan interest rates in late summer,
followed by the higher interest rates
and prices o f the 1987 models,
contributed to the slide.
Geographic location and other
factors did not appear to have an
effect on opinions. Only age was a
factor. Those aged eighteen to fortyfour were more likely to express a
positive outlook (54 percent) about
the automobile market over the next
twelve months than were other
Montanans (42 percent).
D

editor o f the Quarterly, assists with
the Poll, fim Sylvester, Bureau
statistician, is responsible fo r the
P oll’
s computer programming and
data processing.

Mary L. Lenihan is editor o f the
Montana Business Quarterly and
research analyst fo r the Bureau o f
Business and Economic Research,
University o f Montana. She is
associate director o f the Montana
Poll. Nicole Flemming, production
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Montanans Favor
Using and
Reducing Coal
Severance Tax
MARY L. LENIHAN

W

hile a sizeable number of
Montanans had not made up
their minds in December, many
approved of Governor Ted
Schwinden’
s proposals to
permanently reduce the state’
s coal
severance tax and to temporarily
use severance tax revenues to ease
the state through its current fiscal
crisis. The December Montana Poll
interviewed 402 adult Montanans
by telephone between December 9
and 22, before the Montana
Legislature convened.
One o f Governor Schwinden’
s
proposals would permanently
reduce the severance tax from the
current 30 percent to 20 percent by
1990. The other would temporarily
use some $75 million o f severance
tax revenues to carry the state
through its current financial
troubles, making a general tax
increase unnecessary for the next
biennium. That money would
normally go to the state’
s

Governor's
Approval Rating
Down
MARY L. LENIHAN

T

he fiscal crisis that currently
confronts Montana, a major
leadership challenge for Governor
Ted Schwinden, seems to have
affected Montanans’satisfaction
with his job performance. The
December Montana Poll showed a
drop in the governor’
s approval
rating from June 1986, during a
period when the fiscal crisis was at
the forefront o f the news.
Fifty-nine percent of those polled
in December said they approved of
how Schwinden is handling his job.
In June, noticeably more — 72
percent — had expressed approval.
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permanent coal tax trust fund. As
o f press time, neither issue had
been definitely resolved by the
legislature.
On the first issue, the permanent
reduction, those asked expressed
approval by an almost two-to-one
margin over those disapproving.
About half approved, with about a
fourth expressing outright
disapproval. However, another
fourth was undecided or not sure.
Those in this group could tip the
scale on this issue.
The second proposal, to
temporarily use severance tax
revenues in the next biennium ’
s
general fund, garnered a larger
proportion approving, 54 percent.
However, it also generated a higher
degree of opposition, with almost a
third disapproving. Fewer — 13
percent — were undecided on this
issue.
Registered voters, who comprised
85 percent o f the survey sample,
did not differ from the overall
population on either question.
There were some clear-cut
differences of opinion among
respondent groups. The issues do
not appear to be partisan ones,
however. Republicans and
Democrats voiced similar opinions
on both.

On the question o f permanent
coal tax reduction, male
Montanans, those living east of the
Continental Divide, and those from
the state’
s second congressional
district (primarily eastern) were all
most likely to express approval,
with over half in each case
approving. The greatest level of
support came from Montanans with
relatively high incomes, $35,000 or
more of household income in 1986.
Over 60 percent o f that group
approved the proposed permanent
coal severance tax reduction, with
only 20 percent disapproving.
There were fewer differences on
the proposal to temporarily use the
severance tax to ease the state’
s
financial crisis. Age, geographic
location, and income made no
difference in the level o f approval
or disapproval. Once again, male
Montanans voiced a higher degree
o f support, nearly 60 percent, with
more female Montanans unsure.
Montanans with a high school
education or less were more likely
to approve, with 61 percent
approving and one-fourth
disapproving. Those with at least
some college education and college
graduates were more evenly split,
with 48 percent approving and 37
percent disapproving.

On the other hand, the proportion
o f Montanans disapproving of the
governor’
s performance did not
increase. In both June and
December, less than a fourth
expressed outright disapproval. Of
those expressing disapproval in
December, more than half cited
the governor’
s handling o f the state
budget or the state economy in
general as the reason.
The decrease in the number
giving a positive evaluation in
December was offset by an increase
in those who weren’
t sure how to
rate the governor’
s performance. In
June, only 6 percent were
undecided or unsure, whereas 18
percent fell in that category in
December.
In both June and December, a
large majority (80 percent or more)
o f those polled reported being
registered to vote in Montana.
Also, in both cases the responses of

registered voters were virtually
identical to the responses overall.
The December Poll was
conducted a few weeks before the
Montana Legislature convened.
The June Poll was conducted
before the legislature met in special
session to deal with M ontana’
s
serious budget problems.
While the erosion o f approval
may be disappointing for the
Democratic governor and his
supporters, an approval rating of
59 percent would not be considered
low by many politicians. And, a
look at the December P oll’
s
demographics shows that at least
half the persons in all age,
education, and income groups, as
well as geographic areas and
political parties, approve of the job
he’
s doing. Even those who say they
are Republicans, or leaning that
way, gave him an approval rating
o f 57 percent.
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